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HOUSE  JOINT  RESOLUTION  99 


A  JOINT  RESOLUTION  OF  THE  SENATE  AND  THE  HOUSE  OF  REPRESENTATIVES  OF  THE  STATE  OF 
MONTANA  REQUESTING  THE  COMMITTEE  ON  PRIORITIES  TO  ASSIGN  A  JOINT  COMMITTEE  TO 
UNDERTAKE  A  STUDY  OF  ALTERNATIVE  METHODS  OF  TAXING  FINANCIAL  INSTITUTIONS. 

WHEREAS,  the  moneyed  capital  tax  is  levied  on  the  value  of  shares  of  bank 
stock,  and  not  on  other  financial  institutions;  and 

WHEREAS,  the  moneyed  capital  tax  is  the  subject  of  litigation  to  determine 
if  the  tax  is  prohibited  by  federal  statute. 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  SENATE  AND  THE  HOUSE  OF  REPRESENTATIVES  OF 
THE  STATE  OF  MONTANA: 

That  the  Committee  on  Priorities  is  requested  to  assign  a  joint  committee 
to  undertake  a  comprehensive  study  of  alternative  methods  of  taxing  financial 
institutions.   The  joint  committee  is  urged  to  determine,  among  other  things,  the 
current  methods  and  rates  of  state  and  local  taxation  of  financial  institutions 
and  the  methods  of  taxation  which  are  permitted  by  federal  statutes  and 
regulations. 

BE  IT  FURTHER  RESOLVED,  that  the  committee  report  Its  findings  and 
recommendations  together  with  appropriate  inqjlementing  legislation  to  the  46th 
Legislature. 
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SPECIAL  NOTE: 

The  "Final  Report"  was  written  at  the  completion  of  the 
work  in  May  of  1977.   The  report  is  a  synthesis  of  several 
reports  to  the  Interim  Revenue  Oversight  Committee.   Since  the 
time  of  the  Report  new  data  were  collected  and  analyzed.   These 
data,  together  with  the  analysis,  are  contained  in  various  short 
reports  written  for  the  Committee  since  that  time.   These  short 
reports  are  attached  to  the  "Final  Report". 

Another  event  of  significance  which  occurred  since  the 
Report  v;as  v/ritten  was  the  Supreme  Court  decision  on  the  bank 
shares  tax  case.   The  Court  ruled  the  method  used  by  the  Depart- 
ment of  Revenue  to  value  bank  shares  was  in  violation  of  Federal 
statute.   The  Montana  Supreme  Court  did  not  rule  the  bank  shares 
tax  unconstitutional. 


INTRODUCTION 

A  study  of  alternate  methods  for  taxing  financial  institutions  was 
mandated  by  the  45th  Legislature  in  HB  773,  which  created  the  Revenue  Oversight 
Connnittee.   HJR  99,  passed  during  the  same  session,  also  requested  an  interim 
study  on  taxation  of  financial  institutions.   This  report  is  the  culmination  of 
an  intensive  study  on  taxation  of  financial  institutions  in  Montana. 

Several  banks  paid  their  1976  bank  shares  tax  payments  under  protest. 
The  protest  stemmed  from  the  treatment  of  Federal  obligations  when  computing  the 
bank  shares  tax.   Two  things  probably  can  be  said  to  be  the  chief  catalysts  of 
the  litigation.   First,  an  aggressive  audit  program  of  bank  shares  tax  collections 
was  initiated  by  the  Department.   Second,  banks  felt  the  tax  treatment  afforded 
saving  and  loan  associations  was  different  than  that  given  banks.   The  banks  saw 
this  as  a  potentially  fruitful  test  of  the  bank  shares  tax.   The  litigation  has 
proceeded  from  the  county  tax  appeal  boards  to  the  state  tax  appeals  board.   The 
ruling  of  the  state  tax  appeals  board  was  appealed  to  district  court  and  the 
district  court  ruling  was  appealed  to  the  Montana  Supreme  Court.   At  the  time  of 
writing  the  matter  has  been  heard  by  the  Montana  Supreme  Court  but  the  decision 
has  not  yet  been  announced. 

As  a  result  of  the  litigation,  the  45th  Legislature  requested  a  study 
of  possible  alternatives  for  the  bank  shares  tax  in  order  to  avoid  future 
litigation.   HB  735,  which  allowed  a  partial  deduction  for  Federal  obligations 
held  by  banks  in  computing  the  bank  shares  tax,  was  passed  to  avoid  the  problem 
of  banks  paying  their  1977  bank  shares  tax  under  protest. 

This  study  begins  with  a  discussion  of  the  data  collected  and  the  effects 
of  HB  735.   The  next  section  is  an  analysis  of  data  collected  with  particular 
attention  given  to  the  current  method  of  taxing  banks  and  whether  or  not  it  is 


related  to  what  Is  called  the  ability  to  pay  for  purposes  of  this  study.   Several 
alternatives  are  then  discussed  in  relation  to  ability  to  pay  and  examples  of 
possible  rates  are  exhibited.  The  tax  systems  of  other  states  are  examined  to 
see  the  types  of  taxes  levied  on  financial  institutions  and  finally  the  pros  and 
cons  of  the  alternative  methods  of  taxing  financial  institutions  are  discussed. 
This  report  contains  several  appendicles  to  not  only  add  detail  to  what 
was  stated  in  the  text,  but  also  to  aid  the  reader  in  interpreting  the  material 
presented.   Appendix  I  contains  a  rather  technical  discussion  on  the  legal  and 
historical  aspects  of  taxing  financial  institutions  prepared  by  the  Legal  Division 
of  the  Department  of  Revenue.  Appendix  II  contains  definitions  of  data  items 
while  appendix  III  is  a  summary  of  the  data  and  ratios.  Appendix  IV  contains 
the  "scattergrams"  and  an  explanation  on  how  to  read  the  "scatter grams".  Appendix 
V  adds  detail  to  the  discussion  of  why  ratios  were  not  used  to  draw  conclusions 
and  Appendix  VI  contains  legal  memos  concerning  the  current  tax  treatment  of  state, 
local  and  federal  obligation  income  for  corporation  license  tax  purposes. 

SHORTCOMINGS  OF  STUDY 

This  study  is  thought  to  be  the  most  detailed  and  complete  study  of 
taxation  of  financial  Institutions  ever  compiled  in  Montana.  Even  with  the  abun- 
dance of  data  and  rather  sophisticated  analysis,  there  are  still  a  few  unanswered 
questions.   The  questions  are  not  unanswered  by  design,  but  because  of  other 
limiting  factors. 

The  first  unanswered  question  is  a  comparison  of  tax  burdens  between  banks 
and  other  corporations.   It  should  be  noted,  however,  that  the  tax  burdens  of 
banks  and  saving  and  loan  associations  were  compared  In  the  study. 

In  order  to  yield  a  valid  comparison  of  tax  burdens,  the  industries 
compared  must  necessarily  perform  similar  functions.  The  reason  is  singly  that 
different  factor  Inputs  are  taxed  differently.  For  instance,  land  and  buildings 
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are  taxed  through  the  property  tax  system  while  Lahor  is  not  a  taxed  input.   A 
business  which  is  very  land  intensive  in  'generating  its  output  will  naturally  be 
taxed  more  than  a  business  which  has  little  land  and  is  very  labor  intensive. 
Also,  outputs  are  taxed  differently.   Therefore,  the  businesses  must  have  similar 
types  of  inputs  and  outputs  for  a  meaningful  comparison. 

Also,  in  any  tax  system,  certain  items  and/or  businesses  are  taxed  at 
higher  or  lower  rates  than  others.   This  is  the  result  of  two  processes.   The 
first  is  the  value  to  society  in  taxing  one  type  of  business  less  than  another. 
A  business  may  impose  heavy  social  costs  on  the  public  and  therefore  it  should  be 
taxed  more  heavily.   In  combination  witli  this  is  the  fact  that  certain  types  of 
businesses  have  more  power  and  wealth  and  therefore  are  more  able  to  pay  higher 
taxes.   The  other  factor  is  that  certain  industries  are  able  to  lobby  for  specific 
tax  advantages  for  themselves.   The  tax  system  was  not  formed  in  a  vacuum  hut  is 
subject  to  intense  political  pressure  and  compromise  between  opposing  [ihilosophical 
ideals . 

There  is  the  problem  of  data  wliich  is  the  biggest  stumbling  block  of  all. 
Banks  are  highly  regulated  and  therefore  file  numerous  reports  with  government 
agencies.   These  reports  include  balance  sheets  and  income  statements  which  are 
checked  for  validity  by  the  regulatory  agencies.   Such  data  do  not  exist,  for 
unregulated  industries  in  Montana.   The  need  for  income  statements  and  balance 
sheets  is  obvious:   in  doing  a  tax  comparison  one  needs  a  basis  for  comparison. 
One  could  easily  say  Montana  Power  pays  more  state  and  local  tax  in  Montana  than 
the  Colonial  Inn.   This  is  true,  but  it  is  not  a  fair  comparison  because  Montana 
Power  is  so  much  bigger  than  the  Colonial  Inn.   Some  standard  for  comparison  is 
necessary.   Taxes  to  assets  or  inccime  or  a  similar  ratio  ai"e  generally  the  accepted 
measures . 


There  Is  also  a  sampling  problem.   All  banks  in  Montana  are  domestic 
corporations  so  for  purposes  of  comparison  a  sample  of  domestic  corporations  of     ' 
similar  size,  namely  in  assets  and  income,  would  have  to  be  drawn.   Unfortunately, 
there  are  few  other  domestic  corporations  belonging  to  this  category. 

At  one  time  corporation  tax  returns  were  considered  for  use  as  proxies 
for  income  statements.   This  was  rejected  for  two  reasons.   The  first  was  the 
sampling  problem  mentioned  above.   The  second  was  that  net  taxable  income  is  not 
necessarily  the  true  income  of  the  corporation.   Differences  in  tax  treatment 
have  evolved  which  render  the  income  figures  among  various  industries  non-comparable. 
There  are  also  implicit  incomes  that  are  not  reported  as  true  income.   Appreciation 
of  farm  land  is  a  prime  example.   In  addition  to  the  foregoing  problems,  it  is 
extremely  difficult  to  determine  the  property  tax  paid  by  corporations  if  they 
own  property  in  more  than  one  county. 

Another  shortcoming  of  this  study  is  failure  to  compare  interest  rates 
from  state  to  state.   The  Federal  Reserve  Board  was  contacted  and  the  only  public 
survey  they  conducted  pertaining  to  Interest  rates  charged  by  banks  used  a 
sample.   Only  two  banks  In  Montana  were  a  part  of  the  sample  and,  consequently, 
it  was  futile  to  attempt  to  compare  Montana  to  other  states. 

Interest  rates  charged  by  banks  tend  to  be  somewhat  subjective.   If  one 
has  a  $10,000  certificate  of  deposit  in  a  bank  and  has  been  a  regular  customer 
for  years,  he  will  probably  receive  a  better  interest  rate  than  someone  who  just 
opened  a  small  checking  account  with  the  bank.   Thus,  an  interest  rate  comparison 
was  not  undertaken. 

It  has  been  said  that  Montanans  pay  for  the  bank  shares  tax  in  the  form  of 
higher  interest  rates  but  this  seems  misleading.   First,  the  interest  rate  in 
Montana  may  be  different  than  other  states  because  of  the  financial  structure  and 
degree  of  competition  among  banks  In  the  state.   The  loan  risk  in  Montana  may      4 


niso  be  sonicns?lini  diffLTont  tlian  in  nLhor  :>taLo'-;.   Finnlly,  Lhe  suhji.M- 1 .1  v  Lly  ol' 
tlio  interest  rates  charged  is  prohabl'    t  actor. 

Even  if  Montanans  are  paying  i:or  tlie  bank  shares  tax  in  t  iie  /arm  ai  higher 
interest  rates  several  LhLngs  .'■;honUI  be  noted.   lhe  sha  re  no  ider-S ,  v.o^.    :'.'■    liaiik, 
are  statutorily  liabie  Cor  payment  of  the  bank  j-ihai^es  tax.   The  bank  may,  inJeec!, 
be  passing  the  tax  through  to  all  bank  custonuM':-:- .   The  bani;  may  be  able  lo  acai-ve 
this  result  because  interest  rates  are  not  truly  subject  to  market  forci-.';  in 
Montana.   Thus,  to  eliminate  the  bank  shares  tax  would  tucai  shift  tiie  i.uteen  from 
people  who  borrov/  money  from  banks  to  iill  property  ovaiers.   In  1977  when  tlie 
taxable  value  and  amount  of  bank  shares  tax  paid  decreased  due  tu  11. B.  7.35,  no 
evidence  has  been  found  to  indicate  that  banks  lov^ered  their  interest  rates. 

This  study  concentrates  on  banks.   There  are  two  reasons  for  spending 
more  time  analyzing  banks.   The  first  is  the  obvious  fact  that  the  study  is 
really  analysing  the  bank  shares  tax,  wiiich  is  sy)ecif ically  levied  on  Ivmks.   Ti.e 
second  reason  is  much  more  data  are  available  on  banks  tlian  savings  and  loan 
associations . 

Admittedly,  the  preceding  paragraphs  constitute  a  rather  lengthy  apologia 
for  what  is  omitted  from  this  report.   However,  it  sh.ould  not  be  inferred  that  the 
conclusions  of  the  report  are  in  any  way  weakened.   The  report  is  complete  with 
respect  to  all  otlier  aspects  v/hich  the  comiiiittc:e  wished  to  investigate. 


TAXATION  OF  BANKS  IN  MONTANA 

At  the  initiation  of  this  study  there  were  157  banks  chartered  in  Montana. 
In  the  time  period  used  for  this  study  data  could  be  collected  for  only  154 
banks.   There  is  one  bank  in  the  state  which  technically  operates  a  branch 
facility.   Because  of  the  manner  in  which  branch  banks  report  to  the  Federal 
Reserve  Board  it  was  necessary  to  treat  them  as  a  single  entity.   Thus,  the 
number  of  banks  considered  for  this  study  is  153. 

For  the  same  period  data  were  collected  for  16  savings  and  loan  associations 
in  Montana.   It  appears  that  there  are  more  than  16  saving  and  loan  associations 
because  branch  facilities  are  allowed.   All  the  branches  plus  the  main  office 
were  treated  as  a  single  entity. 

Data  for  this  study  came  from  several  sources.  Information  on  balance 
sheet  items  for  banks  came  from  the  Federal  Reserve  Board  Reports  of  Condition, 
a  summary  of  which  is  printed  in  the  local  newspaper  for  each  bank.   The  income 
information  came  from  the  Federal  Reserve  Board  Report  of  Income.   Both  of  these 
reports  were  received  from  the  Federal  Reserve  on  magnetic  tape.   The  data  was 
for  the  year  ending  December  31,  1976.   The  information  for  saving  and  loan 
associations  came  from  a  composite  of  their  two  semi-annual  reports  to  the 
Federal  Home  Loan  Bank  Board  for  1976.   Unfortunately,  income  information  was 
only  available  for  nationally  chartered  saving  and  loan  associations,  which 
constitute  12  of  the  16  institutions. 


Propci'Lv    l.ix    ciiui    b.ink    sli.irtv'^    tax    infoi'm.ii  ion    c.'imo    I'l-om   .-i    (|iirsi  ic>iin.i  i  ro    Si-ni 
Lo    each   counly    assessor's    orficc    in    1  •laLo.       Tin.'     i  nlornia  t  i  an   v.-as    \,'!,  !;.<!-.  i.    for 

l^oth    l^y/i)    and    L97V.       I'Lnally    lorporaL  ion    licen.''.''    tax    !'i<:ui<.s,    wliii-i'   a.  •  .•    |".i.,^.-ia   1 
liy   a    con  Piclanl;  iali  Ly    statute,    caiiK     from    the    Department    of    i\evi.nue's    i  ■•.i.    i  li.i'S. 
In   most    ca.ses    aJ  1    the    information   was    availabl<j,    hat    some    ho  IJ  Lng    -.■ompany    Sanks 
iiad    to    have    tliei]'    corporation    tax   prorated    arion,'^;    thi     hanks    in    tiie   coripaay. 

There    are    63    piec-os    of    data    on    each   bank    in    tlie    study.       Much   o  I'    Llie   claca 
consists    of    calrui.atcd    ratios    tiiat    were    request,  rnl    by    tlie    i\ivi.'iinc    OversJ.f.ht 
Committee.       Data    for     .avinv',  and    loan   associations    ari'    Jndic,-ite<l    l)y    an    (-'-)     in 
front    of    tlio    nunii)er.       i'iie    data    collected    by    Tederal   Home    Loan    I'.ank    I'oard    are   not 
as    extensive    as    that    collected    by    the    I'edera]    l^eserve .       'I'lio    following    is    a    list 
of    all    the   data    collected": 

-1)  total  loans 

*2)  total  assets 

3)  IPC;  demand  deposits 

*4)  IPC  time  deposits 

■■5)  total  deposits  or  total  domestic  deposits 

''•6)  ecpiity  capital 

*7)  76  property  tax  paid 

*8)  77  property  tax  paid 

''9)  76  bank  shares  tax  paid 

'•10)  77  bank  shares  tax  paid 

*11)  76  corporation  license  tax  paid 

''12)  77  bank  shares  -  76  bank  shares 

*13)  76  total  tax  paid  (property  +  corporation) 

*14)  76  bank  shares  tax/76  total  tax 

*15)  76  corporation  tax/76  total  tax 

*16)  76  bank  shares/ total  loans 

••17)  77  bank  shares/total  loans 

'■•'18)  76  liank  shares/total  assets 

*19)  77  bank  shares/total  assets 

20)  76  bank  shares/ IPC  demand  deposits 

21)  77  bank  shares/lPC  demand  deposits 
*22)  76  bank  shares/IPC  time  deposits 
"23)  77  bank  shares/IPC  time  deposits 
''•24)  76  I-iank  shares/total  deposits 
"''■25)  77  bank  shares/total  deposits 


"Definitions  are  contained  in  Appendix  II 
*Data  for  saving  and  loan  associations 


*26 

*27 

*28 

*29 

30 

*31 

*32 

*33 

*34 

*35 

36 

*37 

*38 

*39 

*40 

41 

42 

43 

44 

*45 

*46 

47 

48 

*49 

*50 

51 

52 

53 

54 

55 

*56 

57 

58 

*59 

*60 

61 

62 

*63 


76  bank  shares/equity  capital 

77  bank  shares/equity  capital 
76  corporation  tax/total  loans 
76  corporation  tax/total  assets 

76  corporation  tax/IPC  demand  deposits 

76  corporation  tax/IPC  time  deposits 

76  corporation  tax/total  deposits 

76  corporation  tax/equity  capital 

76  total  tax/total  loans 

76  total  tax/total  assets 

76  total  tax/IPC  demand  deposits 

76  total  tax/IPC  time  deposits 

76  total  tax/total  deposits 

76  total  tax/equity  capital 

loan  income 

income  from  U.  S.  Treasury  securities 

income  from  other  U.  S.  obligations 

income  from  obligations  of  states  and  other  political  subdivisions 

total  tax  free  security  income 

total  operating  income 

total  operating  expenses 

income  before  income  taxes  and  securities  gains  and  losses 

net  income  before  extraordinary  items 

net  income 

loan  income/total  operating  income 

tax  free  security  income/total  operating  income 

76  bank  shares/total  operating  income 

76  bank  shares/income  before  taxes  and  securities  gains 

76  bank  shares/net  income  before  extraordinaries 

76  bank  shares /net  income 

76  corporation  tax/total  operating  income 

76  corporation  tax/income  before  taxes  and  securities  gains 

76  corporation  tax/net  income  before  extraordinaries 

76  corporation  tax/net  income 

76  total  tax/total  operating  income 

76  total  tax/income  before  taxes  and  securities  gains 

76  total  tax/net  income  before  extraordinaries 

76  total  tax/net  income 


*Data  for  saving  and  loan  associations 


EFFECT  OF  HB  735 


The  45th  Legislature  granted  a  deduction  for  a  portion  of  Federal  obligations 
held  by  banks  when  calculating  the  value  of  bank  shares.   The  effect  of  this 
change  on  bank  shares  tax  liability  was  fairly  substantial. 


The  taxable  value  of  bank  shares  in  Montana  was  $24,295,055   in  1976.   The 
deduction  lowered  this  figure  to  $18,959,676  for  a  reduction  of  $5,335,379  or 
approximately  22  percent.   134  out  of  153  banks  (88  percent)  had  the  taxable 
value  of  bank  shares  reduced. 

There  are  two  factors  that  influenced  the  amount  of  property  tax:   taxable 
value  and  mill  levy.   The  bill  had  the  effect  of  lowering  taxable  values,  but 
it  is  very  important  to  look  at  the  effect  on  the  actual  taxes  paid  by  banks. 

In  1976  the  tax  liability  for  the  bank  shares  tax  was  $6,123,872^.   In  1977 
the  amount  was  $4,801,149  which  constitutes  a  reduction  of  $1,322,723  or  about 
22  percent.   130  of  the  153  (85  percent)  of  the  banks  experienced  a  reduction 
in  their  tax  liability  from  1976  to  1977. 

The  bank  with  the  largest  reduction  had  its  bank  shares  tax  bill  lowered  by 
$179,149  as  a  result  of  H.B.  735.   The  smallest  reduction  was  $57.   There  were 
two  banks  which  paid  no  tax  on  bank  shares  in  1977.   It  should  be  noted  that 
the  state  receives  a  very  small  portion  of  the  tax  paid  on  bank  shares;  local 
government  units  bore  the  brunt  of  the  impact. 

PROFITABILITY  AND  CAPITALIZATION  OF  BANKS  IN  MONTANA 

Before  considering  the  various  ratios  of  tax  to  balance  sheet  items,  it 
is  useful  to  discuss  the  profitability  of  banks  in  Montana.   The  matter  of 
profitability  is  relevant  to  taxation  of  banks.   If,  due  to  Montana's  tax 
system,  Montana  banks  bear  a  substantially  greater  tax  burden  than  their 
counterparts  in  other  states,  then  it  would  follow  that  they  would  be 
substantially  less  profitable. 


$24,295,055  was  the  actual  tax  liability  assessed  by  the  Department  of  Revenue 
in  1976.   Several  banks  paid  their  taxes  under  protest  so  the  actual  taxable 
value  is  under  litigation  at  this  time. 

2 

Several  banks  paid  their  1976  taxes  under  protest. 
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It  would  be  unfair  to  compare  Montana  banks  with  those  in  other  parts  of 
the  country  for  a  single  point  in  time,  because  conditions  at  a  particular 
instant  might  be  atypical.   Therefore,  the  comparison  spans  the  most  recent 
seven  years  from  1970  through  1976. 

Comparing  rate  of  return  on  investment  is  a  method  of  comparing  profitability 
of  companies.   Three  different  rates  of  return  were  analyzed  for  Montana,  rate  of 
return  on  loans,  on  U.  S.  Treasury  securities,  and  on  other  state  £md  municipal 
obligations,   (see  figure  1)  As  is  evidenced  by  the  graphs,  Montana  compares 
favorably  with  the  U.  S.  as  a  whole. 

The  ratio  of  net  income  to  assets  is  used  as  another  yardstick.   It  is  a 
measure  of  how  a  bank  puts  its  assets  to  work  to  make  money.   (see  figure  1) 
Once  again,  the  banks  in  Montana  are  fairly  comparable  with  the  rest  of  the 
United  States,  in  fact  they  have  been  slightly  above  the  banks  of  the  U.  S.  as 
a  whole  during  the  last  few  years. 

Taxes  offset  profits.   Based  on  several  measures  of  profit,  banks  in 
Montana,  taken  as  a  group,  appear  to  be  as  profitable  as  their  counterparts  in 
other  states. 

The  point  has  been  raised  that  the  bank  shares  tax  causes  banks  in  Montana 
to  be  undercapitalized.   The  following  figures  should  shed  some  light  on  the 
matter. 

The  capital  to  assets  ratio  is  used  to  cosq>are  banks  in  Montana  with  the 
surrounding  states.   None  of  the  other  states  have  a  bank  shares  tax.   Idaho 
repealed  the  bank  shares  tax  in  1970  and  Wyoming  phased  the  tax  out  from 
1973-1975. 

Figure  2  coiiq>ares  the  capital  to  assets  ratio  for  all  banks.   Figures  3,  4 
and  5  are  probably  better  measures  because  they  coiiq>are  banks  of  similar  size. 
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Montana  is  generally  toward  the  bottom  of  the  surrounding  states,  but  Idaho  is 
below  Montana  and  Wyoming  is  fairly  close.   Montana  does  not  appear  to  be  far 
out-of-line  when  compared  to  neighboring  states.   Interestingly  enough  both 
Wyoming  and  Idaho  experience  decreases  in  the  capital  to  assets  ratios  after 
the  bank  shares  tax  was  repealed. 

It  is  safe  to  say  that  the  bank  shares  tax  has  some  effect  on  the  amount  of 
capital  a  bank  has  in  Montana.   However,  as  evidenced  by  Wyoming  and  Idaho,  the 
bank  shares  tax  is  not  the  sole  determining  factor  on  the  amount  of  capital  a 
bank  holds. 

As  will  be  discussed  later,  the  capital  to  assets  ratio  is  regulated  in 
the  banking  industry.  The  government  agencies  will  make  sure  that  banks  are 
not  undercapitalized,  for  that  is  one  of  their  primary  functions,  to  protect 
the  depositor.  Therefore,  even  though  the  banks  may  hold  less  capital  than 
without  the  bank  shares  tax,  it  is  doubtful  that  banks  in  Montana  are  under- 
capitalized. However,  Idaho  and  Wyoming  offer  evidence  to  the  contrary;  upon 
repeal  of  the  bank  shares  tax  the  equity  capital  to  assets  ratio  decreased. 

DATA  AND  RATIOS 

For  purposes  of  comparison  the  banks  are  arbitrarily  broken  into  four 
categories  based  on  total  assets.   Category  1  consists  of  banks  with  assets 
less  than  $10,000,000  and  has  55  members.   Category  2  consists  of  banks  with 
assets  between  $10,000,000  and  $24,999,000  and  has  61  members.   Category  3 
consists  of  banks  with  assets  between  $25,000,000  and  $49,999,000  and  has  20 
members.   Category  4  consists  of  banks  with  assets  greater  than  $50,000,000 
and  has  17  members. 

The  table  provided  in  Appendix  III  is  designed  to  summarize  the  data  by 
giving  the  high  and  low  value  for  the  data  or  ratio  and  average.   Weighted 
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averages  are  used  for  the  ratios.   This  information  is  available  for  each  class 
and  for  the  entire  group  of  banks.   All  saving  and  loan  associations  are  grouped 
together  because  there  are  so  few  of  them. 

It  would  be  a  "boring  exercise"  to  enter  a  detailed  discussion  on  every 
ratio  or  item  of  data.   Therefore,  a  brief  discussion  on  the  "interesting"  items 
and  ratios  will  follow.   The  main  items  of  interest  deal  with  ratios  and  data 
items  on  taxation  of  banks. 

Generally  speaking,  as  the  size,  measured  by  assets,  of  a  bank  increase  so 
do  deposits,  loans,  and  equity  capital.   Also  as  the  size  of  a  bank  increases  the 
amount  of  bank  shares  tax  generally  increases.   The  same  generally  holds  for 
corporation  license  tax. 

1976  was  used  for  this  study  because  it  was  the  most  recent  year  in  which 
all  the  data  could  be  gathered.   1976  was  also  a  good  base  year  for  taxes  on  bank 
shares  because  it  was  the  last  year  before  the  exemption  for  tax  exempt  securities 
was  implemented.   1976  was  also  the  year  in  which  the  banks'  liability  for  the 
shares  tax  was  at  an  all-time  high. 

Actual  amounts  of  bank  shares  tax  paid  in  1976  ranged  from  a  low  of  $909  to 
a  high  of  $339,008.   This  is  a  substantial  variation.   But  there  is  also  a 
substantial  variation  among  balance  sheet  items  for  the  various  banks.  Assets, 
in  particular,  varied  from  $2,187  to  $188,570,000.   The  percentage  of  bank 
shares  tax  to  total  assets  varies  from  0.02  percent  to  0.59  percent,  a  total 
variation  slightly  over  one-half  of  one  percent.  The  variation  in  percentage  of 
bank  shares  tax  to  other  balance  sheet  items  was  slightly  larger  than  the 
variation  in  bank  shares  tax  to  assets.   The  largest  variation  was  percentage  of 
bank  shares  tax  to  equity  capital,  which  varied  from  0.34  percent  to  5. 14  percent. 

Now  let  us  turn  to  consideration  of  the  corporation  license  tax.   As  a 
group,  banks  pay  relatively  little  corporation  license  tax.   In  1976  the  153 


17 


banks  paid  an  aggregate  of  $862,503.   This  total  was  not  uniformly  distributed 
among  all  the  banks;  the  bulk  of  this  amount  was  paid  by  relatively  few  banks. 
The  top  five  banks  paying  corporation  tax  paid  44  percent,  the  top  seven  paid  53 
percent  and  the  top  10  paid  65  percent  of  the  bill.   103  banks  paid  $50  or  less 
in  corporation  license  tax,  which  means  approximately  70  percent  of  the  banks 
paid  the  minimum  tax.   The  reason  is  the  deduction  for  tax  free  security  income, 
which  has  the  effect  of  substantially  lowering  the  taxable  income  of  these  banks. 
As  with  the  bank  shares  tax,  there  is  variation  in  the  ratios  of  corporation 
license  tax  to  balance  sheet  items.   In  fact,  the  ratios  are  smaller  and  vary 
less  than  the  bank  shares  tax  data. 

In  order  to  completely  analyze  the  bank  shares  tax  it  was  necessary  to  look 
at  all  state  taxes^  paid  by  banks  in  Montana.   The  total  state  tax  bill  for  banks 
and  saving  and  loan  associations  in  Montana  is  composed  of  corporation  license 
tax  and  property  tax,  which  includes  the  bank  shares  tax. 

The  total  tax  liability  for  the  153  banks  in  1976  amounted  to  $8,569,855  . 
Approximately  71  percent  of  the  total  tax  bill  was  bank  shares  tax,  10  percent 
corporation  license  tax,  and  the  remaining  19  percent  other  local  property  taxes. 
The  ratio  of  bank  shares  tax  to  total  tax  varied  widely,  from  less  than  19 
percent  to  more  than  99  percent.  The  ratio  of  corporation  license  tax  to  total 
tax  varied  from  less  than  one  percent  to  35  percent. 

The  16  saving  and  loan  associations  paid  a  total  of  $472,764  in  taxes  in 
1976,  52  percent  corporation  license  tax  and  the  remaining  48  percent  in  local 
property  taxes.   Saving  and  loan  associations  paid  almost  no  (less  than  $1500 
in  1976  and  1977)  tax  on  moneyed  capital,  which  is  analogous  to  the  bank  shares 
tax.   Since  saving  and  loan  associations  pay  virtually  no  tax  on  moneyed  capital. 


^  State  taxes  include  both  state  and  local  taxes 
Some  of  the  bank  shares  tax  was  paid  under  protest 
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it  is  interesting  to  note  the  ratio  of  corporation  tax  to  total  tax  varies  from 
less  than  1  percent  to  more  than  91  percent. 

There  is  little  variation  in  the  percentage  of  total  taxes  paid  to  balance 
sheet  items  between  the  banks  and  saving  and  loan  associations.   The  percentage 
of  total  taxes  to  assets  for  banks  varies  from  0.05  percent  to  0.61  percent, 
slightly  more  than  one  half  of  a  percent  in  variation.   The  percentage  varies 
from  0.00  percent  to  0.56  percent  for  the  saving  and  loan  associations. 

The  tax  to  balance  sheet  items  were  also  calculated  using  1975  balance 
sheet  items.   The  ratios  were  approxiamtely  the  same  as  with  the  1976  balance 
sheets,  the  difference  being  the  growth  from  1975  to  1976.   In  summary,  two  facts 
stand  out.   First,  it  is  difficult  to  detect  any  major  differences  from  category 
to  category  in  the  ratios.   Second,  when  banks  and  saving  and  loan  associations 
are  compared  by  means  of  calculated  ratios,  there  is  very  little  difference. 

Making  comparisons  on  the  basis  of  high,  low  and  average  ratios  may  lead 
to  somewhat  deceiving  results.   For  example,  to  say  there  is  substantial 
variation  between  the  two  ratios  .02  and  .80  is  misleading.   The  actual 
difference  is  .78,  which  may  be  relatively  small.   People  then  say  the  high  is 
40  times  the  low  and  so  there  is  substantial  variation.   However,  if  the  ratios 
were  98.02  and  98.80,  the  actual  difference  is  the  same,  but  one  is  not  40 
times  the  other.   In  other  words,  the  degree  of  variation  when  using  a  ratio 
is  dependent  on  the  starting  and  ending  points  of  the  ratios  regardless  of  the 
actual  spread  in  variation. 

Another  misconception  people  have  about  ratios  is  that  the  range  can  be 
applied  to  any  one  base.   The  ratio  of  bank  shares  tax  to  assets  is  unique  to 
each  bank.   One  cannot  take  the  difference  between  high  and  low  and  apply  it  to 
a  hypothetical  bank.   To  take  the  difference  between  high  and  low,  .57  percent, 
and  apply  it  to  a  bank  with  $100,000,000  in  assets,  yields  a  potential 
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difforence  of  $570,(100  in  that  ona    bank.   Ikiwcvor,  the  aLtu.il  di  F  IrrLuc-f  in 
all  banks  in  Montana  was  slightly  nior'  i  ban  .$300,000.   ll  ::bouhl  ah.o  !),■  noLud 
chat  the  bank  wliir.h  paid  tho  greatest  amount  oT  bank  shar^-s  tax  v.-ay  our    of    the 
two  biggest  banks  in  the  state,  while  tiie  l)>:nk  th.it  p:\id    i\  .•    .'.-.nallt.  ■;  .1;.  i  int  01 
bank  shares  was  one  of  the  smallest  banks  in  the  .state.   iliis  is  why  .iiplyin!'. 
the  ratios  to  a  given  size  bank  gives  false  results,  the  r.itios  are  nni(|ae  to 
the  particular  financial  institution  and  cannot  be  applied  to  any  ol.hi.:r. 

Averages  can  be  misleading  when  comparing  banks  to  saviui;  ^.T'tl  lo.an  a.';soei- 
ations.   The  reason  is  that  there  are  several  smaJ  1  saving;  aiul  loan  associ  .iti  ons 
and  several  relatively  large  associations.   The  average  of  the  .savinj;  and  loan 
associations   implies  that  they  are  all  mid-sized.   However,   there  are  fi'W 
mid-sized  associations  in  Montana.   Banks  generally  complete  tlie  siiertruni  from 
small  to  large.   There  are  153  banks  from  which  the  averages  are  drawn  and 
only  16  saving  cand  loan  associations. 

As  one  ran  see  by  looking  at  the  list  of  variables  several  income  oriented 
pieces  of  data  were  collected.   One  which  is  particularly  revealing  when 
comparing  banks  to  saving  and  loan  associations  is  loan  income.   bean  income 
as  a  percentage  of  total  operating  income  ranges  from  33  percent  to  83  percent 
for  banks.   The  percentage  for  saving  and  loan  associations  varies  from  76 
percent  to  88  percent.   In  general,  saving  and  loan  associations  earn  a  liigher 
percentage  of  their  income  from  loans  than  banks.   It  is  unfortunate  that 
data  on  tax  free  security  income  were  unavailable  for  savincj  and  loan  associations 
because  it  would  help  explain  the  difference  between  the  two  loan  income 
percentages.   Banks  have  tax  free  security  income  ranging  from  3  percent  to 
over  60  percent  of  total  operating  income. 

Banks  had  total  operating  earnings  ranging  from  .1  low  of  $188,000  to  a 
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high  of  $.1 2,74.),00U  aiul  liad  net  incomes  thaL  ranf.cc!  from  a  loss  of  $111,799 
to  $1,824,000.   In  l.rm:-;  of  net  incorr,  .  four  hanks  in  tlin  slaLc-  lo::L  inoiii-y. 
Upon  inspection,  the  hanks  which  reporlud  negative  net  ini;oine  were  hanks  that 
had  been  in  DPcrarion  for  on  I  ,  a  i>w  years.   Ap]iatently  hankr, ,  as  i,;  t  h'.'  case 
with  other  new  businesses,  suffer  difficulties  during  tlieir  first  fev;  years 
of  operation. 

The  percentag.e  of  bank  shares  tax  to  total  operating  income  varies  from 
bank  to  bank  from  a  low  of  0.27  percent  to  a  high  of  8.34  jiercent.   The  percentage 
of  corporation  license  tax  to  total  operating  income  shows  ].ess  variation  than 
the  bank  shares  tax  and  also  lower  percentages.   Ik:>  discernable  difference  can 
be  detected  between  banks  and  saving  and  loan  associations.   The  percentage  of 
total  tax  to  operating  income  ranges  from  0.03  percent  to  8.73  percent  for  banks 
and  0.01  percent  In  9.72  percent  for  saving  and  loan  associations. 

The  ratio  of  ta:<cs  to  net  income  vary  quite  markedlN'.   i'art  ol  this 
variation  can  be  attributed  to  certain  "anomalies"  among  the  banks.   For  instance, 
total  tax  to  net  income  percentage  has  a  high  of  524.82  percent,  however,  the 
next  highest  is  167  iiercent  followed  by  82  percent.   The  percentages  vary  from 
bank  to  bank,  but  generally  are  mucli  lower  than  the  extremes.   The  extremes  are 
banks  which  have  been  established  recently  and  which  show  very  low  net  incomes. 

It  appears  thai  on  the  net  income  basis  saving  and  loan  associations  may  have 
a  slightly  lower  total  state  tax  burden  tlian  banks.   However,  since  the  data  for 
saving  anti  loan  associations  were  limited  and  not  all  saving  and  loan  associations 
were  represented,  it  may  be  that  this  conclusion  is  not  warranted. 

Income  data  varies  widely  from  bank  to  bank  as  do  the  ratios  of  taxes  to 
various  measures  of  incomes.   The  only  ratio  which  exhibits  little  variaL Ion  is 
the  taxes  to  total  operating  income,  which  is  fairly  stable  for  all  banks.   Once 
again,  a  particular  banlcs  ratio  cannot  be  applied  to  another  bank  because  the 
ratio  is  unicpje  to  the  particular  institution. 
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ABILITY  TO  PAY 

Before  considering  methods  of  taxation,  a  thorough  analysis  of  the  existing 
structure  must  be  made.   The  primary  question  to  be  answered  is  whether  the 
bank,  shares  tax  is  related  to  the  ability  to  pay.   Unfortunately,  the  average 
by  category  and  ratios  tell  us  that  we  can  say  nothing  in  particular  about  the 
ability  to  pay.   However,  the  ratios  and  averages  are  useful  in  viewing  the 
entire  problem.   The  variation  from  category  to  category  in  ratios  is  not 
significant.   In  fact,  one  would  be  hard  pressed  to  come  up  with  a  reasonable 
conclusion  based  on  the  data  using  averages  because  the  original  data  varies 
widely  and  averages  or  even  weighted  averages  of  ratios  are  virtually  meaningless 
with  153  different  observations.   For  these  reasons  another  technique  called 
correlation  analysis  was  used. 

Basically  correlation  is  a  measure  of  linear  relationship  between  two 
variables.   The  particular  mode  of  correlation  analysis  used  for  this  study 
involves  Pearson  correlation  coefficients.   This  method  has  several  advantages, 
the  foremost  of  which  is  that,  with  a  minimal  effort  and  expense,  every  variable 
can  be  correlated  with  every  other  variable  being  studied.   After  the  initial 
analysis,  variables  which  appear  to  be  more  highly  correlated  can  be  put  to 
more  rigorous  analysis  to  draw  definitive  conclusions. 

Before  detailing  the  correlations  it  is  necessary  to  enter  into  a  discussion 
on  what  is  meant  by  ability  to  pay.   It  should  be  remembered  that  the  bank  shares 
tax  is  property  tax  and  not  an  income  tax.   Property  taxes  are  taxes  on  wealth 
not  Income.   The  amoxmt  of  property  tax  is  based  on  how  an  entity  chooses  to 
hold  its  wealth,  not  on  how  much  money  the  entity  makes. 


Appendix  V  contains  a  more  detailed  explanation  of  why  ratios  were  not  used. 
If  the  reader  is  not  familiar  with  regression  analysis,  it  is  suggested  that 
the  section  on  ability  to  pay  be  read  first,  as  it  contains  an  explanation  of 
the  technique . 


22 


Total  assets  are  used  as  a  measure  of  a  bank's  wealth.   Gross  income  and 
net  income  are  used  as  other  measures  of  ability  to  pay.   It  should  be  noted 
that  ability  to  pay  is  generally  used  for  individual  income  and  wealth 
comparisons.   However,  in  this  case  the  discussion  is  simplified  by  using  ability 
to  pay  as  it  relates  to  banks  even  though  the  banks  are  not  statutorily  liable 
for  the  bank  shares  tax. 

A  Pearson  correlation  coefficient  is  a  relative  measure  of  relationship. 
A  coefficient  of  1  means  perfect  positive  correlation,  a  coefficient  of  -1  means 
perfect  negative  relationship,  and  a  coefficient  of  0  means  complete  randomness 
or  no  relationship  between  the  two  variables.   The  closer  to  1  or  -1  the 
coefficient,  the  stronger  the  relationship  between  two  variables.   In  other 
words  a  variable  with  a  coefficient  of  .94  means  that  variable  has  a  stronger 
positive  relationship  to  the  other  variable  than  another  with  a  coefficient  of 
.82.   Basically  the  closer  to  1  the  stronger  the  positive  relationship  and  the 
closer  to  -1  the  stronger  the  negative  relationship,   A  positive  relationship 
means  that  as  one  variable  increases  so  does  the  other,  while  a  negative 
relationship  means  that  as  one  variable  increases  the  other  decreases.   The 
closer  to  0  the  weaker  the  relationship.   It  should  be  remembered  that  these 
numbers  should  be  used  for  relative  comparison.   In  other  words,  variable  X 
has  a  stronger  relationship  to  variable  Y  than  variable  Z. 

Several  interesting  relationships  appear  in  the  table  of  coefficients. 
Many  of  them  are  strongly  indicative  of  a  relationship  between  the  level  of 
bank  shares  tax  and  the  ability  to  pay  as  it  has  been  defined  herein.   Closer 
inspection  of  the  correlations  indicates  several  strong  relationships  between 
variables.   The  most  interesting  variable  is  the  bank  shares  tax.   However, 
two  other  tax  variables  should  also  be  considered,  corporation  license  tax 
paid  and  total  taxes  paid  as  together  these  variables  constitute  the  existing 
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tax  structure  for  banks.   The  three  measures  of  ability  to  pay,  assets,  gross 
income  and  net  income,  previously  discussed  were  correlated  to  these  tax 
variables. 

PEARSON  CORRELATION  COEFFICIENTS 

Bank        Corporation     Total 
Shares  Tax     License  Tax      Tax 

Total  Assets  .91  .71  .95 

Total  Operating  Income        .90  .73  .95 

Net  Income  .86  .83  .92 

All  variables  are  significant  at  the  .001  level. ° 

The  number  in  the  upper  left  hand  corner  means  the  Pearson  correlation 
coefficient  between  total  assets  and  bank  shares  tax  is  .91.   A  comparison 
between  the  bank  shares  tax  and  corporation  license  tax  shows  that  the  bank 
shares  tax  is  more  closely  related  to  the  measures  of  ability  to  pay.   This  is 
especially  interesting  when  one  considers  the  fact  that  corporation  license 
tax  is  an  income  tax.   Total  tax  has  a  stronger  relationship  to  assets  and 
both  measures  of  income  than  either  the  bank  shares  tax  or  the  corporation 
license  tax.   The  preliminary  indication  seems  to  be  that  the  bank  shares  tax 
is  generally  related  to  the  ability  to  pay. 

To  add  more  certainty  to  the  preliminary  findings  a  more  rigorous  technique 
was  used  to  analyze  the  current  method  of  taxing  banks.   The  technique  involves 
a  simple  linear  regression  for  each  of  the  tax  variables  with  each  of  the  three 
ability  to  pay  variables.   The  R^  or  coefficient  of  determination  is  the  measure 
of  the  degree  of  relationship.   It  is,  in  a  way,  similar  to  the  Pearson 
correlation  coefficient,  but  an  R^  value  of  .8,  for  example,  says  that  80  percent 
of  the  variation  in  one  variable  can  be  explained  by  variation  in  another 
variable.   It  is  not  just  a  relative  measure  as  are  the  Pearson  coefficients. 


^Significance  at  the  .001  level  means  that  there  is  one  chance  out  of  1,000  that 
these  relationships  are  false  when  they  are  in  fact  related. 
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There  are  several  other  advantages  of  linear  regression  besides  the  ability 
to  explain  variation.   A  scattergram  or  plot  of  the  data  can  be  made.   This 
enables  the  researcher  to  actually  see  how  the  variables  are  related.   Also  the 
slope  of  the  line  and  the  intercept  are  calculated.   This  enables  one  to  not 
only  find  the  measure  of  relationship  between  two  variables,  but  also  to  specify 
the  precise  linear  relationship. 

The  linear  regressions  were  run  for  the  three  ability  to  pay  variables  and 
the  three  tax  variables.   The  scattergrams  are  included  in  Appendix  IV. 

COEFFICIENT  OF  DETERMINATION 

Bank       Corporation     Total 
Shares  Tax    License  Tax      Tax 

Total  Assets  .796  .391        .873 

Total  Operating  Income       .817  .531        .895 

Net  Income  .741  .691        .845 

All  variables  are  significant  at  the  .00001  level. 

An  example  should  aid  in  the  interpretation  of  the  table.   Almost  80  percent 
of  the  variation  in  bank  shares  tax  can  be  explained  by  variations  in  total 
assets.   This  is  another  way  of  saying  that  bank  shares  tax  is  strongly 
related  to  total  assets  or  wealth  of  a  bank.   These  findings  reinforce  the 
original  correlation  results.   The  variation  in  bank  shares  tax  can  be  explained 
more  by  variations  in  income  and  assets  than  the  variation  in  the  corporation 
license  tax  can  be  explained  by  variations  in  these  same  variables.   The 
variation  of  the  total  tax  can  also  be  explained  by  variations  in  income  and 

assets. 

The  slope  of  the  regression  lines  are  positive.   This  means  that  as  assets, 


See  appendix  IV  for  a  detailed  explanation  on  how  to  read  the  scattergrams. 
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total  operating  income  and  net  income  increase,  the  amount  of  bank  shares  tax, 
corporation  license  tax  and  total  tax  paid  increases. 

Examination  of  the  scattergrams  (see  Appendix  IV)  reveals  some  interesting 

items.   The  clustering  of  data  points  about  a  trend  line  is  a  strong  indication 

2 
of  high  R  .   There  are  some  points  which  are  isolated  but  they  are  obviously 

exceptions  to  the  general  rule.   The  presence  of  these  exceptions  tends  to 

2 
lower  the  R''.   The  general  upward  trend  of  the  data  is  readily  evident  and  is 

reflected  by  the  positive  slope  of  the  regression  line. 

There  is  a  certain  amount  of  variation  among  banks  of  the  same  size.   Two 
factors  can  probably  account  for  this  variation.   First,  mill  levies  vary  with 
location  and,  second,  a  deduction  is  given  for  taxes  paid  on  real  property  when 
computing  bank  shares  tax  liability.   Newer  and  larger  buildings  receive  larger 
deductions  than  older  small  buildings.   The  management  of  the  bank  has  leeway 
in  deciding  how  to  hold  bank  capital.   This  leeway  leads  to  variation  in  bank 
shares  tax  liability.   This  is  no  different  than  an  income  tax,  where  two  banks 
or  even  individuals  with  the  same  Income  pay  different  taxes.   For  example, 
items  such  as  depreciation  and  interest  expense,  which  are  deductions,  vary 
from  taxpayer  to  taxpayer  even  though  they  may  have  identical  gross  incomes. 

Two  items  should  be  noted  at  this  point.   First,  the  regressions  were  also 
run  with  1975  balance  sheet  items;  the  conclusions  were  the  same.   Second,  in 
order  to  assure  validity,  the  regressions  were  computed  using  a  different 
computer  program.   Both  programs  gave  identical  results. 

Generally  the  bank  shares  tax  is  strongly  related  to  the  ability  to  pay  '' 
as  measured  by  either  assets,  total  operating  income  or  net  income.   In  addition, 
the  relationship  is  positive  indicating  the  greater  the  ability  to  pay  the 
greater  the  tax  a  bank  pays.   Finally,  it  appears  that  the  total  state  tax  bill 
of  banks  is  closely  related  to  the  ability  to  pay  and,  once  again,  the  relation- 
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ship  is  a  positive  one.   Thus,  the  existing  method  of  taxation  is  closely 
related  to  the  ability  to  pay  as  it  has  been  defined  in  this  study. 

ALTERNATIVES 

The  first  question  which  must  be  answered  in  considering  any  alternatives 
is  whether  the  suggested  method  is  related  to  ability  to  pay.   The  following 
table  will  aid  by  showing  the  relationship  among  several  variables  which  will 
be  discussed  in  connection  with  alternatives.   The  interpretation  of  this  table 
is  similar  to  the  first  table  of  Pearson  correlation  coefficients.   The  table 
entries  are  relative  measures  of  linear  relationship. 


PEARSON  CORRELATION  COEFFICIENTS: 
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Total   Loans      1.00 

Total  Assets 
IPC  Demand  Deposits 

IPC  Time  Deposits    . 99 
Total  Domestic  Deposits 


99  1.00 

97    .99   1.00 

.99    .97   1.00 


.99    .99 
Equity  Capital    .98    .99    .98 
Total  Operating  Income    .99 
Net  Income    . 91 
All  variables  are  significant  at  the  .001  level, 
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It  is  readily  evident  that  each  of  the  variables  is  closely  related  to 
assets  and  either  measure  of  income.   These  same  relationships  hold  true  for 
saving  and  loan  associations  and  the  coefficients  are  approximately  the  same. 
This  indicates  that  any  alternative,  including  the  current  tax  on  equity 
capital,  will  be  strongly  linked  to  the  ability  to  pay. 
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REPLACEMENT  RATES  FOR  ALTERNATIVES  TO  THE  BANK  SHARES  TAX 

The  following  tables  are  designed  to  give  a  general  idea  of  the  types  of 
rates  that  would  be  needed  to  replace  the  bank  shares  tax.   There  are  two 
general  possibilities  for  replacing  the  bank  shares  tax.   The  first  is  to 
replace  the  value  of  bank  shares  in  the  local  property  tax  base,  generating 
approximately  the  same  taxable  value  as  was  previously  generated.   The  other 
possibility  is  to  simply  generate  the  same  amount  of  revenue. 

Two  sets  of  tables  are  given.   The  first  two  tables  generate  the  same 
amount  of  taxable  value  and  tax  as  would  have  been  generated  by  the  bank  shares 
tax  in  1976.   The  second  table  calculates  the  replacement  rates  for  tax  if 
federal  and  municipal  bond  interest  is  allowed  to  be  taxed  under  corporation 
license  tax.   This  set  of  rates  was  specifically  requested  by  the  Revenue  Over- 
sight Committee. 

REPLACEMENT  RATES  FOR  PROPERTY  TAX 

Bank  shares  are  a  part  of  the  taxable  value  of  a  town  or  county.   Serious 
consideration  should  be  given  to  setting  rates  that  generate  the  same  dollar 
value  of  taxable  value  rather  than  the  same  amount  of  tax.   This  would  allow  the 
taxes  paid  by  banks  to  vary  with  the  wishes  of  the  community.   For  example,  if 
a  community  votes  to  build  a  new  school,  banks  would  have  to  pay  their  share  of 
the  bill  through  increased  mill  levies.   Whereas,  if  the  same  amount  of  money 
is  generated  outside  the  property  tax  system,  the  banks  would  be  exempt  from 
this  phenomenon.   This  factor  would  greatly  influence  the  rate  which  would  be 
used  for  an  alternative  tax. 
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The  following  table  generates  approximately  the  same  taxable  value  as  was 
generated  by  the  bank  shares  tax  in  1976,  $24.3  million.   This  would  raise 
approximately  the  same  amount  of  tax  revenue  as  would  have  been  raised  in  1976. 
Two  rates  are  given.   The  first  generates  the  same  amount  of  taxable  value  $23.4 
million,  and  applies  to  both  banks  and  saving  and  loan  associations  to  arrive  at 
the  total  value.   The  second  rate  raises  the  same  amount  of  taxable  value  from 
banks  with  saving  and  loan  associations  added  to  the  total. 


PROPERTY  TAX  REPLACEMENT  RATES 


BANKS 

SAVINGS 

AND  LOANS 

TOTAL 

Taxable 

Taxcible 

TAXABLE 

1 

Base 

Rate 

Value 

Base 

Rate 

Value 

VALUE 

Loans 

2,038,711,000 

.0085 

17.329 

M 

750,797,310 

.0085 

6.382 

M 

23.711  M 

2 

2,038,711,000 

.012 

24.465 

M 

750,797,310 

.012 

9.010 

M 

33.475  M 

Total 

1 

3,197,873,600 

.006 

19.187 

M 

745,771,000 

.006 

4.475 

M 

23.622  M 

Deposits 

2 

3,197,873,600 

.0075 

23.984 

M 

745,771,000 

.0075 

5.593 

M 

29.577  M 

IPC  Demand 

1 

2,808,084,140 

.007 

19.657 

M 

745,771,000 

.007 

5.234 

M 

24.891  M 

+  IPC  Time 

2 

2,808,084,140 

.0085 

23.869 

M 

745,771,000 

.0085 

6.339 

M 

30.208  M 

Gross 

1 

260,042,540 

.078 

20.283 

M 

52,131,968 

.078 

4.066 

M 

24.349  M 

Receipts 

2 

260,042,540 

.094 

24.445 

M 

52,131,968 

.0094 

4.900 

M 

29.345  M 

REPLACEMENT  RATES  FOR  A  STATE  TAX 

Two  rates  are  given  once  again.   The  first  generates  approximately  the 
same  amount  of  tax  as  would  have  been  generated  in  1976,  $6.12  million  and 
applies  to  both  banks  and  saving  and  loan  associations  to  arrive  at  the  total 
tax.   The  second  rate  raises  the  amount  from  banks  with  the  tax  from  saving 
and  loan  associations  added  on  to  the  total. 
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STATE  TAX  REPLACEMENT  RATES 


BANKS 


SAVINGS  &  LOANS 


Amount 

Amount 

TOTAL 

1 

Base 

Rate 

of  Tax 

Base 

Rate 

of  Tax 

TAX 

Loans 

2,038,711,000 

.00225 

4.587 

M 

750,797,310 

.00225 

1.689 

M 

6.276  M 

2 

2,038,711,000 

.003 

6.116 

M 

750,797,310 

.003 

2.252 

M 

8.368  M 

Total 

1 

3,197,873,600 

.0015 

4.797 

M 

745,771,000 

.0015 

1.118 

M 

5.915  M 

Deposits 

2 

3,197,873,600 

.002 

6.396 

M 

745,771,000 

.002 

1.492 

M 

7.888  M 

IPC  Demand 

1 

2,808,084,140 

.00175 

4.914 

M 

745,771,000 

.00175 

1.305 

M 

6.219  M 

+  IPC  Time 

2 

2,808,084,140 

.0022 

6.178 

M 

745,771,000 

.0022 

1.641 

M 

7.819  M 

Gross 

1 

260,042,540 

.02 

5.201 

M 

52,131,968 

.02 

1.043 

M 

6.244  M 

Receipts 

2 

260,042,540 

.024 

6.241 

M 

52,121,968 

.02 

1.251 

M 

7.492  M 

This  example  illustrates  a  policy  problem.  Are  saving  and  loan  associations 
to  be  taxed  at  the  same  rate  as  banks?   If  the  saving  and  loan  associations  are 
included  in  the  base  and  the  same  amount  of  tax  revenue  paid  by  banks  alone  is 
generated,  there  is  a  tremendous  shift  in  tax  burden  from  153  banks  to  16 
saving  and  loan  associations.   The  shift  amounts  to  over  $1,000,000  in  each 
instance.   If  under  the  alternative  banks  are  taxed  at  the  level  they  previously 
paid,  then  applying  this  rate  to  saving  and  loan  associations  will  not  only 
increase  the  amount  of  tax  collected,  but  will  create  a  huge  additional  burden 
for  saving  and  loan  associations.   Some  serious  consideration  must  be  given 
to  the  question  of  whether  or  not  saving  and  loan  associations  should  be  taxed 
in  exactly  the  same  fashion  as  banks.   The  answer  to  this  question  is  vital 
in  selecting  the  type  and  the  rate  of  tax  to  be  used. 

It  should  be  noted  that  saving  and  loan  associations  are  located  in  only 
a  few  urban  areas  and  it  follows  that  these  areas  would  receive  large  windfalls 
if  the  saving  and  loan  associations  were  added  to  the  base.   Including  saving 
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and  loan  associations  in  the  tax  base  at  a  lower  rate  would  cause  small  towns 
which  have  only  a  bank  to  lose  part  of  their  base.   At  the  same  time,  large 
towns  which  have  both  banks  and  saving  and  loan  associations  would  enjoy  an 
increase  in  tax  base. 

REPLACEMENT  RATES  IF  THE  EXEMPTION  FOR  TAX  FREE  SECURITIES  IS  REMOVED 

It  should  be  noted  that  the  removal  of  Federal  obligations  from  the  tax 
free  status  implies  removal  of  Montana  state  and  local  obligations  from  tax  free 
status.   This  legal  point  is  discussed  in  memos  contained  in  Appendix  VI.   Two 
different  methods  were  used  to  estimate  the  impact  of  removing  the  exemption 
for  federal  securities.   The  first  method  was  simply  multiplying  total  tax 
free  security  income,  which  is  the  sum  of  state,  federal  and  local  obligation 
income,  by  the  existing  corporation  license  tax  rate  of  .0675.   The  resulting 
estimate  is  approximately  $3.75  million. 

At  the  suggestion  of  accountants  contacted  during  the  study  a  second  method 
was  used.   The  income  base  was  taken  to  be  income  before  securities  gains  and 
losses  plus  securities  gains  and  losses  plus  bank  shares  tax  paid  (since  the 
deduction  would  no  longer  exist).   A  similar  calculation  was  performed  for  the 
saving  and  loan  associations.   The  resulting  numbers  were  multiplied  by  the 
existing  rate  .0675,  yielding  an  estimate  of  approximately  $3.55  million. 

Rates  for  Property  Taxation 

The  following  table  generates  a  supplementary  taxable  value  of  approximately 
$10  million  which  would  be  needed  if  total  revenue  were  to  be  replaced  and  if  the 
tax  free  security  income  were  no  longer  exempt  from  taxation.   The  first  rate 
includes  both  banks  and  saving  and  loan  associations  to  arrive  at  total  taxable 
value  generated  by  banks.   The  second  rate  arrives  at  the  total  taxable  value 
generated  by  banks  and  adds  saving  and  loan  associations  on  to  the  total. 
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PROPERTY  TAX  REPLACEMENT  RATES 
(if  tax  free  security  exemption  is  removed) 


BANKS 


SAVINGS  AND  LOANS 


Loans 


Total 
Deposits 


Base 


Rate 


Taxable 
Value 


1  2,038,711,000  .0035 

2  2,038,711,000  .005 

1  3,197,873,600  .0025 

2  3,197,873,600  .0032 


IPC  Demand  1  2,808,084,140  .00275 

+  IPC  Time  2  2,808,084,140  .0035 

Gross      1  260,042,540  .032 

Receipts   2  260,042,540  .038 


7.135  M 
10.194  M 

7.995  M 
10.233  M 

7.722  M 
9.828  M 

8.321  M 
9.882  M 


Base 


Rate 


Taxable 
Value 


750,797,310 
750,797,310 

745,771,000 
745,771,000 

745,771,000 
745,771,000 

52,131,968 
52,131,968 


,0035  2.628  M 

.005  3.754  M 

.0025  1.864  M 

.0032  2.386  M 


.00275 
.0035 

.032 
.038 


2.051  M 
2.610  M 

1.668  M 
1.981  M 


TOTAL 

TAXABLE 

VALUE 

9.763  M 
13.948  M 

9.859  M 
12.619  M 

9.773  M 
12.438  M 

9.989  M 
11.863  M 


Rates  for  State  Tax 

The  following  table  generates  the  amount  of  tax  necessary  to  replace  the 

bank  shares  tax  if  tax  free  obligations  are  exempted  from  taxation.   The  deficit 

is  estimated  to  be  $2.4  million  from  the  original  $6.12  million.   As  in  the 

previous  table  the  first  rate  generates  the  same  amount  of  tax  from  banks  and 

saving  and  loan  associations  that  was  paid  by  banks.   The  second  rate  generates 

the  same  amount  of  tax  from  banks  that  was  paid  by  banks  and  the  saving  and 

loan  associations  are  added  on  to  the  total. 

STATE  TAX  REPLACEMENT  RATES 
(if  tax  free  security  exemption  is  removed) 


BANKS 


SAVINGS  &  LOANS 


Base 


Rate 


Amount 
of  Tax 


Base 


Amount 
Rate   of  Tax 


TOTAL 
TAX 


Loans 


Total 
Deposits 


1  2,038,711,000   .0008 


1.631  M 


2  2,038,711,000   .0012   2.447  M 

1  3,197,873,600   .0006   1.919  M 

2  3,197,873,600   .00075  2.398  M 


IPC  Demand  1  2,808,084,140   .0007   1.966  M 
)  +  IPC  Time  2  2,808,084,140   .00085  2.387  M 


Gross 


260,042,540 


,008 


2.080  M 


Receipts   2    260,042,540   .0095   2.470  M 
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750,797,310  .0008 

750,797,310  .0012 

745,771,000  .0006 

745,771,000  .00075 

745,771,000  .0007 

745,771,000  .00085 

52,131,968  .008 

52,121,968  .0095 


.601  M 

2.232  M 

.901  M 

3.348  M 

.447  M 

2.366  M 

.559  M 

2.957  M 

.522  M 

2.488  M 

.634  M 

3.021  M 

.417  M 

2.497  M 

.495  M 

2.965  M 

There  are  several  other  alternatives,  including  the  current  system,  that 
are  closely  related  to  the  ability  to  pay.   The  Research  Division  of  the  Department  g 
of  Revenue  is  building  a  computer  simulation  that  will  allow  analysis  of  all 
alternatives  suggested  by  the  committee.   Of  course,  the  simulation  alternatives 
are  limited  to  the  data  listed  in  the  first  part  of  this  report.   The  simulation 
will  be  able  to  analyze  the  effect  of  the  change  on  each  bank  as  well  as  each 
county  within  the  state. 

Several  factors  influence  the  rate  of  taxation  chosen.   The  first  is  the 
tax  base,  the  second  is  whether  taxable  value  or  a  tax  is  to  be  generated.   The 
treatment  of  banks  and  saving  and  loan  associations  affects  the  rate.   The 
last  factor  is  how  much  tax  or  taxable  value  is  to  be  generated.   All  these 
factors  must  be  considered  when  setting  the  rates  for  alternatives. 
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TAXATION  OF  FINANCIAL  INSTITUTIONS  IN  OTHER  STATES 

This  section  is  a  summary  of  the  responses  by  other  states  surveyed  concerning 
the  manner  in  which  financial  institutions  are  taxed.   The  rates  and  taxes  should 
be  viewed  with  a  certain  degree  of  caution.   Each  state  has  certain  taxes  which 
it  regards  as  primary  revenue  sources.   For  example,  a  state  which  employs  sales 
and  use  taxes  is  not  as  dependent  on  income  and  property  tax  revenues  as  Montana 
is.   The  state  tax  structure  not  only  influences  what  is  included  in  the  tax  base 
but  also  how  the  tax  is  applied. 

In  general,  financial  institutions  are  subject  to  sales  and  use  taxes  in 
states  that  have  these  taxes  and  are  also  subject  to  real  property  taxes. 
ALASICA 

Banks,  saving  and  loan  associations  and  trust  companies  are  subject  to  a  7 
percent  net  income  franchise  tax.   Income  from  federal  obligations  is  included 
in  the  tax  base. 
COLORADO 

Financial  institutions  are  subject  to  a  6  percent  net  income  tax.   A 
deduction  is  allowed  for  federal  obligation  income. 
IDAHO 

Banks  and  saving  and  loan  associations  are  subject  to  a  6.5  percent  net 
income  franchise  tax.  Federal  obligation  income  is  included  in  the  tax  base. 
Bank  stock  was  removed  from  the  property  tax  base  in  1970. 
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MICHIGAN 

Financial  institutions  are  subject  to  a  2.35  percent  net  income  tax.   Federal 
obligation  income  is  not  included  in  the  tax  base.   Also  deposits  and  shares  are 
taxed  under  an  intangibles  property  tax. 
MINNESOTA 

Banks  and  saving  and  loan  associations  are  subject  to  a  12  percent  excise 
tax  on  net  income.   Federal  obligation  income  is  included  in  the  tax  base. 
NEBRASKA 

Financial  institutions  are  subject  to  a  net  income  tax  that  is  a  percentage 
of  their  federal  tax  liability.   Federal  obligation  income  is  a  deduction  for 
federal  corporation  tax  and  therefore  not  taxed. 
NEVADA 

Banks  are  subject  to  a  bank  shares  tax.   Saving  and  loan  associations  are 
subject  to  a  license  fee  of  $200  plus  15c  for  each  $1000  of  assets. 
NORTH  DAKOTA  ^ 

Banks  and  saving  and  loan  associations  are  subject  to  a  5  percent  net  income 
privilege  tax.   Income  from  federal  obligations  is  taxed.   An  additional  2 
percent  tax  is  now  collected  in  lieu  of  the  personal  property  tax  which  has 
been  repealed. 
OREGON 

Financial  institutions  are  subject  to  a  7  percent  tax  on  net  income. 
Federal  obligation  income  is  not  taxed. 
SOUTH  DAKOTA 

Financial  institutions  are  subject  to  a  5.5  percent  net  income  tax.   Federal 
obligation  income  is  not  taxed. 
UTAH 

Financial  institutions  are  subject  to  a  4  percent  net  income  tax.   Federal 
obligation  income  is  taxed.  ^ 
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WASHINGTON 

Financial  institutions  are  subject  to  a  1.06  percent  gross  receipts  tax. 
Federal  obligation  income  is  taxed. 
WISCONSIN 

Financial  institutions  are  subject  to  a  tax  on  net  income.   The  rate  of 
the  tax  varies  from  2.5  to  7.9  percent.   Federal  obligation  income  is  included 
in  the  tax  base. 
WYOMING 

The  bank  stock  tax  was  phased  out  from  1973  to  1975.   There  is  no  corporation 
income  tax  in  Wyoming. 

Three  other  states  that  changed  from  bank  shares  tax  were  questioned.   Maine 
taxed  bank  shares  in  lieu  of  other  personal  property  of  banks.   Now  the  personal 
property  is  taxed  instead  of  the  shares.   Arkansas  once  taxed  banks  shares  and 
exempted  bank  dividends  from  income  taxation.   At  that  time  banks  were  exempt 
from  corporation  income  tax.   The  shares  tax  was  repealed,  banks  were  made 
subject  to  the  corporation  income  tax  and  bank  dividends  to  the  income  tax. 
New  Jersey  repealed  the  bank  shares  tax  and  subjected  banks  to  the  corporation 
business  tax.   The  tax  is  a  tax  based  on  net  income  and  net  worth. 
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ADVANTAGES  AND  DISADVANTAGES  OF  ALTERNATIVE  METHODS 
FOR  TAXING  FINANCIAL  INSTITUTIONS 


Only  the  methods  of  taxation  which  have  been  discussed  during  the  previous 
connnittee  meetings  are  considered.   There  are  some  other  alternatives  to  taxing 
banks  that  are  not  listed.   These  methods  include  basing  a  tax  on  an  adjusted 
gross  income,  a  tax  on  transactions,  and  local  income  taxes  on  banks. 

A  review  of  tax  laws  from  many  states  show  that  the  committee  has  discussed 
the  generally  accepted  alternatives  for  taxation  of  banks  and  other  financial 
institutions.   This  section  of  the  report  is  designed  to  give  an  objective  view 
of  the  alternatives.   The  approach  used  will  be  a  discussion  of  the  advantages 
and  disadvantages  of  each  alternative  in  relation  to  several  criteria.   This 
analysis  will  not  attempt  to  weigh  the  relative  importance  of  each  criterion. 
It  is  intended  to  list  strengths  and  weaknesses  of  each  method  so  that  an  informed 
decision  may  be  made. 

CRITERIA  FOR  ASSESSMENT 

Several  criteria  for  evaluating  each  form  of  tax  can  be  formulated.   The 
following  list  briefly  describes  those  which  were  used  in  this  study. 
ABILITY  TO  PAY  -  Does  the  tax  base  have  any  relationship  to  the  ability  to  pay? 

As  income  or  wealth  increases  does  the  tax  base  increase  for  individual 

banks? 
ADMINISTRATIVE  COSTS  -  Is  the  tax  easy  to  administer?   Is  extensive  auditing 

required? 
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ALLOCATIONS  -  Are  the  tax  revenues  easily  conveyed  to  the  local  governments? 
ACCEPTABILITY  -  Is  the  tax  used  by  other  states? 

AVOIDANCE  -  How  easy  will  it  be  to  avoid  paying  tax  using  the  new  tax  base? 
CONSUMER  EFFECT  -  Will  the  new  tax  be  easier  to  shift  to  consumers?  What  other 

effects  will  there  be  on  consumers? 
COMPLIANCE  COSTS  -  How  much  time  and  effort  will  financial  institutions  require 

in  order  to  comply  with  the  new  tax? 
INCLUSION  OF  OTHER  INSTITUTIONS  -  Will  the  new  tax  base  allow  for  taxation  of 

saving  and  loan  associations  and  other  financial  institutions? 
LEGAL  HURDLES  -  Are  there  legal  ramifications  with  the  system  of  taxation? 
STABILITY  -  Will  the  tax  base  be  stable  over  time  and  the  revenue  dependable 

or  is  there  a  possibility  of  dramatic  fluctuation  from  year  to  year? 

The  taxes  to  be  analyzed  are  a  tax  on  deposits,  a  bank  shares  tax,  an  assets 
or  loans  tax,  gross  receipts  tax,  net  income  franchise  tax,  and  removal  of  the 
tax  free  bond  exemption  from  corporation  license  tax.   In  addition  to  the 
criteria  listed,  other  relevant  points  are  mentioned  in  connection  with  each  tax. 

GENERAL  COMMENTS 

All  methods  of  taxation  appear  to  be  positively  related  to  the  ability  to 
pay.   As  gross  income,  net  income,  and  assets  increase  so  do  the  amount  of  deposits, 
loans,  gross  income,  net  income  and  equity  capital.   This  means  that  any  one  of 
the  methods  considered  would  be  viable  since,  in  effect,  each  is  based  on  the 
ability  to  pay. 

Generally  a  tax  on  shares,  deposits  or  assets  will  be  much  more  stable 
than  an  income  tax.   It  will  also  be  easier  to  incorporate  any  of  these  balance 
sheet  items  into  the  local  property  tax  base.   Changing  to  an  income  tax  may 
change  the  division  within  the  Department  that  administers  the  tax  and  result  in 
an  increase  in  administrative  costs  of  the  tax. 
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Deposits  Tax 

A  tax  on  deposits  should  be  levied  as  a  tax  on  depositors  paid  by  the  bank^ 
for  convenience.   This  is  identical  with  the  system  currently  used  by  the  bank 
shares  tax.   This  tax  has  several  advantages. 

First,  the  administrative  and  compliance  costs  would  be  nominal.   The 
Department  would  require  deposits  as  reported  on  the  report  of  Condition  to  the 
Federal  Reserve  Board.   This  would  require  only  a  copy  of  the  Report.   This 
Report  is  already  audited  by  the  Federal  Reserve  Board  so  little  auditing  would 
be  required  by  the  Department.   Bank  deposits  could  be  included  in  the  local 
property  tax  base.   This  tax  would  be  hard  to  avoid  since  a  bank  has  little 
control  over  the  action  of  depositors  other  than  through  an  agressive  advertising 
campaign  or  awarding  of  premiums,  which  might  serve  to  increase  deposits.   It 
should  also  be  possible  to  tax  depositors  of  saving  and  loan  associations  and 
other  financial  institutions,  including  credit  unions. 

There  are  some  drawbacks  to  the  deposits  tax.   The  tax  is  not  widely  used  'C 
in  the  country.   The  states  that  do  tax  deposits  also  levy  taxes  on  intangible 
property  of  individuals.   Since,  in  theory,  the  tax  would  be  on  depositors  (just 
as  the  shares  tax  is,  in  theory,  on  investors)  it  is  to  be  expected  that  there 
might  be  an  attempt  to  reclaim  the  amount  of  the  tax  from  customers  through  the 
use  of  service  charges.   However,  this  may  be  a  matter  of  sheer  speculation 
because  the  trend  in  banking  has  been  away  from  service  charges.   This  tax  tends 
to  penalize  banks  which  have  relatively  large  deposits  and  relatively  small 
aggregate  loans. 


o 

The  text  states  that  Reports  of  Condition  and  Income  are  audited.   In  the  strict 
sense  of  the  word  this  is  not  the  case.   The  reports  are  inspected  by  bank 
examiners  to  see  that  they  coincide  with  bank  records.   If  major  discrepancies 
are  discovered  the  banks  are  asked  to  resubmit  their  reports  to  all  parties  that 
receive  copies.   In  case  of  an  egregious  error  a  bank  may  be  asked  to  republish 
its  Report  of  Condition  in  the  local  newspaper.  1^ 
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Shares  Tax 

The  current  method  of  taxation  is  a  tax  on  bank  shares.   This  tax  has 
several  advantages. 

The  bank  shares  tax  is  relatively  stable,  since  the  equity  capital  in  banks 
is  one  of  the  most  stable  balance  sheet  items.   The  tax  is  difficult  to  avoid 
because  the  capital  structure  of  a  bank  is  regulated  by  the  federal  government^. 
The  saving  and  loan  associations  are  not  currently  taxed  using  the  bank  shares, 
but  some  states  do  tax  shares  of  saving  and  loan  associations.   Montana's  law 
could  be  changed  to  do  so.   The  moneyed  capital  of  saving  and  loan  associations 
which  is  analogous  to  bank  shares,  is  taxed.   However,  little  revenue  comes  from 
this  source.   The  tax  currently  fits  easily  into  local  property  tax  base  and  the 
banks  are  accustomed  to  the  bank  shares  reporting  requirements.   However,  the 
shares  tax  does  have  its  drawbacks. 

The  most  obvious  problem  is  the  current  litigation.   This  has  taken  much 
time  and  money.   The  shares  tax  returns  must  be  audited  by  the  Department,  which 
increases  administrative  costs.   The  tax  has  the  potential  effect  of  lowering 
the  amount  of  capital  that  a  bank  might  otherwise  have.   The  tax  is  obviously 
unpopular  with  the  banking  community.   The  new  partial  deduction  for  federal 
obligations  offers  a  double  incentive  to  hold  federal  obligations:   not  only 
is  the  income  from  these  obligations  exempt  from  corporation  license  tax,  but 
there  is  an  additional  exemption  from  the  bank  shares  tax.   Holding  federal 
obligations  lowers  the  amount  of  money  available  from  loans  in  the  community. 
Finally,  the  general  trend  in  other  states  is  away  from  the  bank  shares  tax  to 
other  forms  of  bank  taxation. 


9   The  reference  to  bank  capital  being  regulated  perhaps  overstates  the  situation. 
Bank  examiners  are  entrusted  with  the  responsibility  of  assuring  that  the  depositor 
is  protected.   It  is  through  exercise  of  the  examiner's  function  that  capital  is, 
in  a  sense,  regulated.   Examiners  look  for  a  certain  ratio  of  the  sum  of  capital 
and  reserves  to  assets  in  every  bank.   The  ratio  varies  from  bank  to  bank.   The 
examiners  use  what  may  be  termed  "friendly  persuasion"  if  a  bank's  ratio  falls 
below  the  level  which  the  examiners  feel  is  necessary  for  that  particular  bank. 
Examiners  apparently  experience  no  problem  in  enforcing  their  judgment  even  though 
the  ratio  is  not  specified  in  the  statutes. 

41 


Assets  or  Loans  Tax 

A  tax  of  this  sort  probably  would  not  be  as  stable  as  a  tax  on  capital  or 

f. 
deposits,  but  still  offers  fair  stability.   The  administrative  and  compliance 

costs  would  be  fairly  low  if  the  figure  were  taken  from  the  Report  of  Condition. 

Once  again  it  would  be  fairly  easy  to  set  rates  so  the  value  of  loans  would  be 

incorporated  into  the  local  property  tax  base.   Loans  from  saving  and  loan 

associations  and  loans  and  assets  from  small  finance  companies  could  also  be 

included  in  the  base. 

The  assets  tax  does,  however,  have  some  drawbacks.   The  tax  is  not  widely 

used  in  other  states.   Banks  may  to  some  extent  be  able  to  avoid  this  tax  because 

they  do  control  the  number  and  amount  of  loans  at  any  given  time.   Loans  could 

theoretically  be  called  in  on  the  day  before  assessment  day  and  made  again  the 

day  after.   This  tax  would  be  easy  to  shift  to  consumers  by  simply  adding  the  tax 

to  the  price  of  the  loan  when  the  agreement  is  made.  Finally,  the  tax  may 

potentially  discourage  banks  from  making  loans  and,  instead,  drive  them  to         m 

investing  in  other  assets  such  as  federal  obligations. 

INCOME  TAXES 

There  are  problems  with  income  taxes  which  do  not  exist  for  the  methods 
of  taxation  previously  discussed.   One  problem  lies  in  allocating  income  and 
returning  the  money  to  the  counties  and  another  is  the  rate  structure. 

Even  though  banks  are  located  in  one  county  they  may  do  business  in  other 
counties.   The  question  that  arises  is  whether  the  income  generated  from  once  county 
should  go  into  the  tax  base  of  another  county.   The  income  could  be  attributed  to 
the  home  office  of  the  bank  thereby  reducing  both  an  administrative  and  compliance 
cost.   If  the  money  had  to  be  apportioned  or  allocated  to  the  proper  county  the 
administrative  and  compliance  costs  would  be  increased. 
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A  tax  based  on  net  income  will  probably  have  to  be  limited  to  the  same 
rate  that  applies  to  other  corporations.   This  is  not  the  case  with  other  tax 
bases  upon  which  the  rates  may  be  set  to  generate  the  revenue  needed  by  local 
governments.   The  present  corporation  license  tax  probably  will  not  generate 
as  much  money  as  is  currently  generated  by  the  tax  on  bank  shares. 

Gross  Receipts  Tax 

A  franchise  tax  based  on  gross  receipts  would  have  several  advantages. 
The  administrative  costs  of  a  tax  on  gross  receipts  would  be  fairly  small  since 
the  calculation  of  gross  income  would  entail  little  auditing.   By  instituting  a 
franchise  tax,  the  state  would  be  able  to  include  income  from  federal  obligations 
in  the  base.   Compliance  costs  of  a  gross  receipts  tax  would  also  be  small. 
Avoidance  of  the  tax  would  be  difficult  since  there  is  no  real  leeway  when 
calculating  gross  income.   If  no  more  tax  is  generated  than  before  there  should 
be  no  impact  on  consumers.   Saving  and  loan  associations  and  other  financial 
institutions  could  easily  be  taxed  in  this  manner. 

The  disadvantages  of  a  gross  receipts  tax  are  generally  those  that  are 
mentioned  earlier  pertaining  to  all  income  taxes.   Apportionment  and  stability 
are  the  most  significant  problems.   Gross  receipts  taxes  are  not  used  by  very 
many  other  states  to  tax  banks.   Also,  making  banks  subject  to  two  franchise  taxes, 
gross  receipts  and  corporation  license  tax,  for  the  same  privilege  would  probably 
draw  a  legal  challenge.   If  the  gross  receipts  tax  were  adopted,  it  would  be 
advisable  to  exempt  financial  institutions  from  all  other  taxes  measured  by  income. 

Net  Income  Franchise  Tax 

A  net  income  franchise  tax  has  several  advantages.   It  is  by  far  the  most 
popular  method  of  taxing  banks  in  the  country.   Income  from  Federal  obligations 
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would  be  taxable  under  a  net  income  franchise  tax.   Saving  and  loan  associations 
and  other  financial  institutions  would  be  subject  to  this  tax.   The  tax  could  be 
made  fairly  easy  to  administer  and  banks  would  find  it  easy  to  comply  with  by 
using  information  that  they  already  report  to  the  Federal  Reserve  Board.   The 
saving  and  loan  associations  file  a  similar  form  for  the  Federal  Home  Loan  Bank 
Board.   These  figures  are  audited,  as  previously  discussed,  by  the  Federal 
government  thereby  reducing  state  administrative  costs.   If  the  same  amount  of 
revenue  is  collected  as  before,  there  should  be  no  effect  on  the  consumer. 

There  are  some  drawbacks  to  a  net  income  frnachise  tax.   The  allocation 
problem  and  the  instability  of  net  income  are  once  again  significant.   In  fact 
net  income  is  the  least  stable  of  all  the  measures  considered.   The  administrative 
and  compliance  costs  could  be  higher  if  a  new  tax  form  is  required.   Such  a  form 
would  require  auditing  by  the  Department  and  additional  time  for  the  banks  to 
complete  it.   There  is  considerable  leeway  in  deductions  for  expenditures  allowed 
in  computing  net  income  which,  in  turn,  might  lead  to  some  tax  avoidance  by       ^ 
financial  institutions.   It  is  possible  that  the  tax  rate  on  net  income  tax  might 
be  high  enough  to  cause  the  interest  rate  charged  for  municipal  bonds  to  increase, 
thereby  impacting  local  governments^.   The  problem  with  double  franchise  income 
taxes  arises  once  again  if  the  financial  institutions  were  also  subject  to 
corporation  license  tax. 

Removal  of  Tax  Free  Bond  Exenption  from  Corporation  License  Tax 

This  alternative  is  similar  to  the  net  income  franchise  tax  but  is  treated 
separately.   Advantages  are  essentially  the  same  as  the  net  income  franchise  tax. 


^0   As  stated  in  appendix  VI,  to  subject  federal  obligations  to  taxation  implies 
that  Montana  state  and  municipal  obligation  income  must  also  be  taxed. 
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The  compliance  costs  would  be  nominal  since  these  forms  are  already  completed 
by  the  banks.   This  would  also  eliminate  the  problem  of  two  franchise  taxes  for 
the  same  privilege. 

The  disadvantages  of  removing  this  exemption  are  much  the  same  as  the  net 
income  franchise  tax  as  well  as  those  already  mentioned  for  all  income  taxes  in 
general.   There  is  one  additional  disadvantage.   There  is  a  potential  legal 
problem  because  subchapter  S  corporations  can  file  under  either  corporation 
license  tax  or  individual  income  tax.   Thus,  it  may  also  be  necessary  to  remove 
the  exemption  for  tax  free  security  income  for  individuals. 
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SUMMARY  OF  FINDINGS 

H.B.  735,  the  partial  deduction  for  federal  obligations,  caused  a  reduction 
in  taxable  value  of  bank  shares  tax  by  $5,335,379  or  22  percent,  which  resulted 
in  a  reduction  in  bank  shares  tax  liability  of  $1,322,723  or  22  percent. 

Taxes  do  affect  the  profit  picture  of  banks.   Banks  in  Montana  appear  to 
be  as  profitable  as  their  counterparts  throughout  the  country. 

Even  though  the  bank  shares  tax  may  have  the  potential  of  lowering  the  amount 
of  capital  held  by  banks,  it  appears  that  bank  regulation,  rather  than  methods  of 
taxation,  is  really  the  deciding  factor  in  the  amount  of  capital  banks  hold.   It 
is  doubtful  that  bank  regulatory  agencies  will  allow  banks  to  be  undercapitalized. 

It  is  hard  to  draw  any  substantive  conclusions  using  ratios  of  taxes  paid  to 
balance  sheet  items  or  income  related  items.   It  is  difficult  to  detect  any  major 
differences  in  these  items  in  the  four  categories  of  banks,  and  no  discernable 
difference  can  be  found  when  comparing  banks  to  saving  and  loan  associations. 

Using  correlation  analysis  and  linear  regression  it  is  found  that  the  bank 
shares  tax  is  closely  related  to  the  ability  to  pay.   The  total  state  and  local 
tax  bill  of  banks  is  also  closely  related  to  the  ability  to  pay.  The  three 
measures  of  ability  to  pay  are  total  assets,  total  operating  income  and  net  income. 

Any  of  the  alternatives  mentioned  by  the  committee  are  also  closely  related 
to  the  ability  to  pay.   Those  alternatives  are  loans,  assets,  IPC  demand  deposits, 
IPC  time  deposits,  total  deposits,  equity  capital,  total  operating  Income,  and  net 
Income . 
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Several  factors  affect  replacement  rates  for  the  bank  shares  tax.   The  amount 
of  revenue  desired,  the  treatment  of  banks  versus  saving  and  loan  associations 
and  other  financial  institutions  and  whether  the  levy  is  to  generate  taxable 
value,  subject  to  local  mill  levy,  or  be  a  direct  tax  are  foremost  among  them. 

The  Revenue  Oversight  Committee  has  apparently  chosen  all  the  generally 
accepted  alternatives  for  taxing  financial  institutions.   Each  alternative  has 
strengths  and  weaknesses;  each  appears  to  be  within  the  purview  of  Federal 
statutes. 
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RECOMMENDATIONS 

It  is  not  felt  that  the  purpose  of  this  study  was  to  make  a  recommendation. 
The  function  of  this  report  is  to  present  all  the  facts  objectively  so  that  an 
informed  decision  can  be  made. 
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APPENDIX  I 
LEGAL  ASPECTS 

This  is  the  body  of  an  internal  memorandum  prepared  by  the  legal  division 
describing  the  pertinent  tax  law  for  the  bank  tax  study.   History  of  the  tax 
law  is  also  included. 

The  Legislative  Revenue  Oversight  Committee  has  requested  an  attorney's 
opinion  on  what  limitations  are  placed  on  the  state  in  the  taxation  of  financial 
institutions  by  Federal  law.   For  the  purposes  of  this  opinion,  financial 
institutions  are  considered  to  be  both  national  and  state  commercial  banks, 
building  and  loan  associations,  savings  and  loan  associations,  federally 
chartered  and  state  chartered  credit  unions,  production  credit  associations, 
federal  land  banks,  and  finance  companies. 

Beginning  with  commercial  banks,  federal  law  would  pertain  only  to  national 

banks.   Under  Section  12,  USCA  548,  a  national  bank  shall  be  treated  as  any  state 

bank  for  the  purpose  of  taxation. 

"The  legislature  of  each  State  may  determine  and  direct,  subject  to  the 
provisions  of  this  section,  the  manner  and  place  of  taxing  all  the  shares 
of  national  banking  associations  located  within  its  limits.   The  several 
States  may  (1)  tax  said  shares,  or  (2)  include  dividends  derived  therefrom 
in  the  taxable  income  of  an  owner  or  holder  thereof,  or  (3)  tax  such 
associations  on  their  net  income,  or  (4)  according  to  or  measured  by 
their  net  income,  provided  the  following  conditions  are  complied  with: 

1.  (a)  The  imposition  by  any  State  of  any  one  of  the  above  four 
forms  of  taxation  shall  be  in  lieu  of  the  others,  except 
as  hereinafter  provided  in  subdivision  (c)  of  this  clause. 

(b)  In  the  case  of  a  tax  on  said  shares  the  tax  imposed  shall 
not  be  at  a  greater  rate  than  is  assessed  upon  other  moneyed 
capital  in  the  hands  of  individual  citizens  of  such  State 
coming  into  competition  with  the  business  of  national  banks: 
Provided,  that  bonds,  notes,  or  other  evidences  of  indebted- 
ness in  the  hands  of  individual  citizens  not  employed  or 
engaged  in  the  banking  or  investment  business  and  represent- 
ing merely  personal  investments  not  made  in  competition  with 
such  business,  shall  not  be  deemed  moneyed  capital  within 
the  meaning  of  this  section. 

(c)  In  case  of  a  tax  on  or  according  to  or  measured  by  the  net 
income  of  an  association,  the  taxing  State  may,  except  in 
case  of  a  tax  on  net  income,  include  the  entire  net  income 
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received  from  all  sources,  but  the  rate  shall  not  be  higher 
than  the  rate  assessed  upon  financial  corporations  nor 
higher  than  the  highest  of  the  rates  assessed  by  the  taxing 
State  upon  mercantile,  manufacturing,  and  business  corpora- 
tions doing  business  within  its  limits:  Provided,  however. 
That  a  State  which  imposes  a  tax  on  or  according  to  or 
measured  by  the  net  income  of,  or  a  franchise  or  excise  tax 
on,  financial,  mercantile,  manufacturing,  and  business 
corporations  or  organized  under  its  own  laws  or  laws  of 
other  States  and  also  imposes  a  tax  upon  the  income  of 
individuals,  may  include  in  such  individual  income  dividends 
from  national  banking  associations  located  within  the  State 
on  condition  that  it  also  includes  dividends  from  domestic 
corporations  and  may  likewise  include  dividends  from  national 
bsmking  associations  located  without  the  State  on  condition 
that  it  also  includes  dividends  from  foreign  corporations, 
but  at  no  higher  rate  than  is  imposed  on  dividends  from  such 
other  corporations. 

(d)   In  case  the  dividends  derived  from  the  said  shares  are  taxed, 
the  tax  shall  not  be  at  a  greater  rate  than  is  assessed  upon 
the  net  income  from  other  moneyed  capital. 

2.  The  shares  of  any  national  banking  association  owned  by  nonresidents 
of  any  State  shall  be  taxed  by  the  taxing  district  or  by  the  State 
where  the  association  is  located  and  not  elsewhere;  and  such 
association  shall  make  return  of  such  shares  and  pay  the  tax  there- 
on as  agent  of  such  nonresident  shareholders. 

3.  Nothing  herein  shall  be  construed  to  exempt  the  real  property  of 
associations  from  taxation  in  any  State  or  in  any  subdivision 
thereof,  to  the  same  extent,  according  to  its  values,  as  other 
real  property  is  taxed. 

4.  The  provisions  of  Section  5219  of  the  Revised  Statutes  of  the 
United  States  as  in  force  prior  to  March  25,  1926,  shall  not 
prevent  the  legalizing,  ratifying,  or  confirming  by  the  States 
of  any  tax  heretofore  paid,  levied,  or  assessed  upon  the  shares 
of  national  banks  or  the  collecting  thereof,  to  the  extent  that 
such  tax  would  be  valid  under  said  section."  R.S.  Section  5219; 
Mar.  4,  1923,  c.  267,  42  Stat.  1499;  Mar.  25,  1926,  c.  88,  44 
Stat.  223. 

The  Ohio  Supreme  Court  construing  the  statute  determined  that  the  statute 

allowed  each  state  to  tax  national  banks  in  the  same  manner  as  it  taxes  state 

banks.   Lake  County  National  Bank  v.  Kasydar,  36  Ohio  State  2d  189,  305  NE  2d  799 

(1973).   Prior  to  1969,  the  states  could  only  tax  national  banks  in  one  of  four 

ways.   As  a  practical  matter,  in  Montana  that  meant  national  banks  would  only  be 

taxed  on  their  shares  and  personal  and  real  property,  while  state  banks  could  be 

taxed  on  their  income  as  well  as  their  shares  and  property.   Since  1973  the  state 
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has  been  applying  the  corporation  license  tax  as  well  as  the  shares  tax  to  banks. 

The  law  pertaining  to  savings  and  loan  associations  is  similar  to  that 

applicable  to  banks.   The  state  may  not  impose  any  tax  on  a  federally  chartered 

savings  and  loan  greater  than  the  tax  on  any  other  savings  and  loan. 

"Exemption  from  taxation  (h)   No  State,  county,  municipal,  or  local 
taxing  authority  shall  impose  any  tax  on  such  associations  or  their 
franchise,  capital,  reserves,  surplus,  loans,  or  income  greater  than 
that  imposed  by  such  authority  on  other  similar  local  mutual  or 
cooperative  thrift  and  home  financing  institutions." 

Federal  law  has  provided  that  federally  chartered  credit  unions  are  exempt 

from  taxation  by  the  state.   The  only  exception  in  that  exemption  is  the 

tangible  personal  and  real  property  is  subject  to  the  ad  valorem  taxation  to  the 

same  extent  as  other  similar  property. 

"The  Federal  credit  unions  organized  hereunder,  their  property,  their 
franchises,  capital,  reserves,  surpluses,  and  other  funds,  and  their 
income  shall  be  exempt  from  all  taxation  now  or  hereafter  imposed  by 
the  United  States  or  by  any  State,  Territorial,  or  local  taxing 
authority;  except  that  any  real  property  and  any  tangible  personal 
property  of  such  Federal  credit  unions  shall  be  subject  to  Federal, 
State,  Territorial,  and  local  taxation  to  the  same  extent  as  other 
similar  property  is  taxed.   Nothing  herein  contained  shall  prevent 
holdings  in  any  Federal  credit  union  organized  hereunder  from  being 
included  in  the  valuation  of  the  personal  property  of  the  owners  or 
holders  thereof  in  assessing  taxes  imposed  by  authority  of  the  State 
or  political  subdivision  thereof  in  which  the  Federal  credit  union  is 
located;  but  the  duty  or  burden  of  collecting  or  enforcing  the  payment 
of  such  a  tax  shall  not  be  imposed  upon  any  such  Federal  credit  union 
and  the  tax  shall  not  exceed  the  rate  of  taxes  imposed  upon  holdings 
in  domestic  credit  unions."  Section  1768,  USCA. 

The  state  has  dovetailed  its  taxation  of  credit  unions  with  the  federal 

provision.   State  chartered  credit  unions  are  only  taxable  to  the  same  extent 

as  federal  credit  unions.   Therefore,  the  result  is  that  only  the  real  property 

and  tangible  personal  property  of  credit  unions  are  taxed. 

"The  participation  by  a  credit  union  in  any  government  program  providing 
unemployment,  social  security,  old  age  pension  or  other  benefits  shall 
not  be  deemed  a  waiver  of  the  taxation  exemption  hereby  granted."  Section 
14-674, R. CM.  1947. 


^ 
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The  only  property  of  production  credit  associations  which  may  be  taxed  is 
their  real  property  and  tangible  personal  property.   All  other  taxation  is  _ 

prohibited  by  Section  12,  USCA  2098. 

"Each  production  credit  association  and  its  obligations  are  instrumental- 
ities of  the  United  States  and  as  such  any  and  all  notes,  debentures, 
and  other  obligations  issued  by  such  associations  shall  be  exempt,  both 
as  to  principal  and  interest  from  all  taxation,  (except  surtaxes,  estates, 
inheritance,  and  gift  taxes)  now  or  hereafter  imposed  by  the  United 
States  or  any  State,  territorial,  or  local  taxing  authority.   Such 
associations,  their  property,  their  franchises,  capital,  reserves, 
surplus,  and  other  funds,  and  their  income  shall  be  exempt  from  all 
taxation  now  or  hereafter  imposed  by  the  United  States  or  by  any  State, 
territorial,  or  local  taxing  authority;  except  that  interest  on  the 
obligations  of  such  associations  shall  be  subject  only  to  Federal 
income  taxation  in  the  hands  of  the  holder  thereof  pursuant  to  the 
Public  Debt  Act  of  1941  (section  742a  of  Title  31)  and  except  that  any 
real  and  tangible  personal  property  of  such  associations  shall  be 
subject  to  Federal,  State,  territorial,  and  local  taxation  to  the  same 
extent  as  similar  property  is  taxed.   The  exemption  provided  in  the 
preceding  sentence  shall  apply  only  for  any  year  or  part  thereof  in 
which  stock  in  the  production  credit  associations  is  held  by  the  Governor 
of  the  Farm  Credit  Administration." 

Likewise  all  the  property  of  the  federal  land  bank  is  exempt  except  for 

real  estate.   All  other  forms  of  taxation  are  prohibited  as  well.  ^ 

"Every  Federal  land  bank  and  every  Federal  land  bank  association 
and  the  capital,  reserves,  and  surplus  thereof,  and  the  income 
derived  therefrom  shall  be  exempt  from  Federal,  State,  municipal, 
and  local  taxation,  except  taxes  on  real  estate  held  by  a  Federal 
land  bank  or  a  Federal  land  bank  association  to  the  same  extent, 
according  to  its  value,  as  other  similar  property  held  by  other 
persons  is  taxed.   The  mortgages  held  by  the  Federal  land  banks 
and  the  notes,  bonds,  debentures,  and  other  obligations  issued  by 
the  banks  or  associations  shall  be  deemed  and  held  to  be  instru- 
mentalities of  the  Government  of  the  United  States  and,  as  such, 
they  and  the  income  therefrom  shall  be  exempt  from  all  Federal, 
State,  municipal,  and  local  taxation,  other  than  Federal  income 
tax  liability  of  the  holder  thereof  under  the  Public  Debt  Act  of 
1941."   (Section  742a  of  Title  31).   12  USCA  Section  2055. 

There  are  no  federal  provisions  which  would  effect  the  taxation  of  finance 
companies. 

LAW  PRIOR  TO  1977 
In  the  early  1920 's  the  legislature  adopted  the  Montana  Shares  Tax.   This 
law  was  in  effect  until  1977,  when  the  legislature  provided  a  deduction  from  the     A 
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value  of  the  shares  to  indicate  the  value  of  the  banks  assets  represented  by  US 
obligations.   It  appears  that  the  legislative  amendment  in  1977  was  to  change 
the  value  of  the  shares  from  being  assets  minus  liabilities  plus  surplus  and  net 
earnings  to  assets  minus  liabilities  and  federal  obligations  plus  surplus  and 
net  earnings.   Likewise,  beginning  in  about  1968,  Montana  imposed  its  corporation 
license  tax  on  state  banks.   This  was  expanded  to  all  banks  in  1973.   Beginning 
at  about  the  same  time,  the  corporation  license  tax  was  also  applied  to  all 
savings  and  loan  and  building  and  loan  associations. 

LEGAL  BARRIERS  CIRCUMSCRIBING  ALTERNATIVES  TO  BANKS  SHARES  TAX 
Several  alternatives  to  the  bank  shares  tax  have  been  suggested  as  methods 
of  taxing  financial  institutions.   These  alternatives  are  a  tax  on  loans,  tax  on 
deposits,  tax  on  stock,  and  an  excise  tax.   As  pointed  out  in  the  beginning  of 
this  opinion,  the  federal  government  has  preempted  forms  of  taxation  by  state  and 
local  government  in  regard  to  certain  financial  institutions.   The  state  would 
not  be  permitted  under  federal  law  to  tax  the  loans,  deposits,  or  stock,  or  credit 
unions,  production  credit  associations  or  federal  land  banks.   In  regard  to 
savings  and  loan  and  commercial  banks;  as  long  as  the  state  does  not  discriminate 
between  nationally  chartered  institutions  and  state  chartered  institutions,  such 
taxes  would  be  permissible  under  federal  law. 
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APPENDIX  I  I 


DEFINITION  OF  DATA  ITEMS 

These  definitions  are  taken  from  the  Federal  Reserve  instructions  for 
completion  of  the  Report  of  Condition  and  the  Report  of  Income.   Supplemental 
definitions  are  also  included  to  aid  the  reader.   The  numbers  preceeding  the 
terms  coincide  with  the  list  of  data  items  at  the  beginning  of  the  report. 

1)  Total  Loans  -   The  aggregate  gross  book  value  of  total  loans  (before  deduction 
of  valuation  reserves)  including:  (A)  acceptances  of  other  banks  and  commercial 
paper  purchased  in  open  market;  (B)  acceptances  executed  by  or  for  account  of 
reporting  bank  and  subsequently  acquired  by  it  through  purchase  or  discount;  (C) 
customers'  liability  to  reporting  bank  on  drafts  paid  under  letter  of  credit  for 
which  bank  has  not  been  reimbursed;  and  (D)  "cotton  overdrafts"  or  "advances", 
and  commodity  or  bill-of-lading  drafts  payable  upon  arrival  of  goods  against  which 
drawn  for  which  reporting  bank  has  given  deposit  credit  to  customers.   Also 
includes:  (A)  paper  rediscounted  with  federal  reserve  or  other  banks;  and  (B) 
paper  pledged  as  collateral  to  secure  bills  payable,  as  marginal  collateral  to 
secure  bills  rediscounted,  or  for  any  other  purpose. 

Locins  made  in  cooperation  with  other  banks,  so-called  "participation 
loans",  are  classified  here  on  same  basis  as  if  the  reporting  bank  initiated  the 
loans,  i.e.,  on  same  basis  as  other  loans  are  classified. 

Contracts  of  sales,  or  other  loans  indirectly  representing  bank  premises 
of  other  real  estate  are  not  included  here.   Also  excluded  are  undisbursed  loan 
funds,  somethimes  referred  to  as  incomplete  loans,  unless  the  borrowers  are 
liable  and  pay  interest  thereon.   If  interest  is  being  paid  on  undisbursed 
proceeds,  such  amounts  are  included  with  loans  and  deposits. 

Mixed  purpose  loans,  i.e.,  covering  two  or  more  classifications,  are 
classified  according  to  major  purpose. 

Loans  made  pursuant  to  title  III  of  Serviceman's  Readjustment  Act  of  1944 
as  amended  (so-called  G.I.  Loans)  for  acquisition  of  homes,  farms,  or  business 
property  are  included  here  and  in  appropriate  subitem  of  "Real  Estate  Loans",  if 
such  loans  are  actually  seciired  by  loans  on  real  estate,  otherwise  against  an 
appropriate  subitem  according  to  information  available  as  to  the  purpose  of  the 
loan. 

Includes  purchases  under  resale  agreements  of  commercial  paper,  mortgages, 
acceptances,  or  any  other  asset  classified  as  a  loan.   Purchases  of  loans  under 
resale  agreements  are  classified  as  loans  on  basis  of  resale  agreement,  not 
according  to  instrument  purchased.   (Purchase  transactions  are  classified  as 
loans  according  to  classification  of  other  party  to  agreement,  e.g.,  as  loans  to 
commercial  banks,  to  brokers  and  dealers,  or  to  financial  institutions  when  this 
detailed  breakdown  is  required.)   Loans  purchased  subject  to  resale  are  not 
included  in  loan  schedule  of  purchasing  bank. 

Pooled  loans,  in  which  participations  are  sold,  are  kept  in  selling  bank's 
portfolio,  unless  the  bank's  only  obligation  to  holder  of  the  participation  is  to 
pass  on  proportional  payment  of  principal  and  interest  on  loans  in  the  pool. 
Specifically  included  are  those  participations  where  the  terms  (interest  rate 
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cuid  maturity)  of  the  certificate (s)  differ  from  those  of  loans  comprising  the 
pool.   Individual  loans  in  the  pool  are  reported  in  appropriate  subitem  to  this 
item.   Proceeds  from  participation  sales  are  considered  borrowings  and  are 
reflected  in  "Liabilities  for  Borrowed  Money".   This  excludes  pooled  mortgages 
against  which  certificates  guaranteed  by  Government  National  Mortgage  Association 
have  been  issued  which  are  treated  as  outright  sales  or  mortgages. 

Banks  that  buy  participations  in  pooled  loans  report  purchases  as  loans 
and  classify  them  according  to  the  other  party  of  the  transaction.   Thus, 
purchases  of  loan  pool  participations  from  other  banks  or  from  other  financial 
organizations  are  reported  in  subitem,   "Loans  to  Financial  Institutions." 

2)  Total  Assets  -   The  sum  of  all  asset  items. 

3)  IPC  Demand  Deposits  -   The  total  of  "Demand  Deposits  of  Mutual  Savings  Banks, 
Demand  Deposits  of  Savings  and  Loan  Associations"  and  "Demand  Deposits  of  Other 
Individuals,  Partnerships,  and  Corporations."   (Basically  checking  accounts.) 

4)  IPC  Time  Deposits  -   Total  of  "Savings  Deposits",  "Time  Deposits  Accumulated 
for  Payment  of  Personal  Loans",  "Time  Deposits  of  Mutual  Savings  Banks",  "Time 
Deposits  of  Savings  and  Loan  Association",  and  "Other  Time  Deposits  of 
Individuals,  Partnerships,  and  Corporations."   (Basically  savings  accounts.) 

5)  Total  Deposits  or  Total  Domestic  Deposits  -   Total  deposits  as  defined  by  the 
Federal  Deposit  Insurance  Act  are:   (1)  Unpaid  balance  of  money  or  its  equivalent 
received  or  held  by  a  bcink  in  the  usual  course  of  business  and  for  which  it  has 
given  or  is  obligated  to  give  credit,  either  conditionally  or  unconditionally, 

to  a  commercial,  checking,  savings,  time,  or  thrift  account,  or  which  is 
evidenced  by  its  certificate  of  deposit,  or  a  check  of  draft  drawn  against  a 
deposit  account  and  certified  by  the  bank,  or  a  letter  of  credit  or  a  traveler's 
check  on  which  the  bank  is  primarily  liable :   provided  that  without  limiting  the 
generality  of  "money  or  its  equivalent , "  any  such  account  or  instrument  must  be 
regarded  as  evidencing  receipt  of  the  equivalent  of  money  when  credited  or  issued 
in  exchange  for  checks,  drafts,  or  a  promissory  note  upon  which  the  person 
obtaining  any  such  credit  or  instrument  is  primarily  or  secondarily  liable,  or 
for  a  charge  against  a  deposit  accoxint,  or  in  settlement  of  checks,  drafts,  or 
other  instruments  forwarded  to  such  bank  for  collection; 

(2)  Trust  funds  as  defined  in  this  act  received  or  held  by  such  bank, 
whether  held  in  trust  department  or  held  or  deposited  in  any  other  department  of 
such  bank; 

(3)  Money  received  or  held  by  a  bank,  or  credit  given  for  money  or  its 
equivalent  received  or  held  by  a  bank,  in  the  usual  course  of  business  for  a 
special  or  specific  purpose,  regardless  of  legal  relationship  thereby  esteiblished, 
including  without  being  limited  to,  escrow  funds,  funds  held  as  security  for  an 
obligation  due  to  the  bank  or  other  (including  funds  held  as  dealers  reserves)  or 
for  securities  loaned  by  the  bank,  funds  deposited  by  a  debtor  to  meet  maturing 
obligations,  funds  deposited  as  advance  payment  on  subscriptions  to  U.  S. 
Government  Securities,  funds  held  for  distribution  or  purchase  of  securities, 
funds  held  to  meet  its  acceptances  or  letters  of  credit,  and  withheld  taxes: 
Provided,  that  there  shall  not  be  included  funds  which  are  received  by  the  bank 
for  immediate  application  to  reduction  of  an  indebtedness  to  the  receiving  bank, 
or  under  condition  that  receipt  thereof  immediately  reduces  or  extinguishes  such 
an  indebtedness;  cc 


(4)  CXitstanding  draft  (including  advice  or  authorization  to  charge 
bank's  balance  in  another  bank),  cashier's  check,  money  order,  or  other  officer's 
check  issued  in  usual  course  of  business  for  any  purpose,  including  without 
being  limited  to  those  issued  in  payment  for  services,  dividends,  or  purchases; 
and 

(5)  Such  other  obligations  of  a  bank  as  the  Board  of  Directions,  after 
consultation  with  Comptroller  of  the  Currency  and  Board  of  Governors  of  the 
Federal  Reserve  System  shall  find  and  prescribe  by  regulation  to  be  deposit 
liabilities  by  general  usage:   provided,  further,  that  any  obligation  of  a  bank 
which  is  payable  only  at  an  office  of  the  bank  located  outside  of  the  U.  S., 
Puerto  Rico,  Guam,  and  Virgin  Islands,  shall  not  be  a  deposit  for  and   of   the 
purposes  of  this  act  or  be  included  as  part  of  total  deposits  or  of  an  insured 
deposit. 

Exceptions  to  the  above  act  are : 

(1)  reciprocal  bank  deposits  are  netted; 

(2)  deposits  received  in  any  office  of  the  bank  for  deposit  in  another 
office  of  the  bank  may  be  excluded; 

(3)  outstanding  drafts  (including  advices  or  authorizations  to  charge 
the  bank's  balance  in  another  bank)  drawn  in  the  regular  course  of  business  by 
the  reporting  bank  on  other  banks  may  be  excluded;  and 

(4)  trust  funds  held  in  the  bank's  own  trust  department,  vAiich  the  beuik 
keeps  segregated  and  apart  from  its  general  assets  and  does  not  use  in  the 
conduct  of  its  business,  are  excluded. 


6)  Equity  Capital  -  The  sum  of  "Preferred  Stock",  "Common  Stock",  "Surplus", 
"Undivided  Profits",  and  "Reserves  for  Contingency  and  Other  Capital  Reserves." 

40)  Loan  Income  -  Includes  all  interest,  both  current  and  past  due,  fees,  and 
similar  charges  levied  against  all  assets  classified  as  loans  in  report  of 
condition.   This  includes  interest  on  acceptances,  commercial  paper  purchased  in 
open  market,  drafts  for  which  bank  has  given  deposit  credit  to  customers,  etc., 
and  on  loan  paper  which  has  been  rediscounted  with  other  banks ,  paper  sold  under 
resale  agreements  or  pledged  as  collateral  to  secure  bills  payable  or  for  any 
other  purpose. 

Profits  (or  losses)  resulting  from  sale  of  acceptances  and  commercial 
paper  at  discount  rates,  other  than  those  at  which  such  paper  were  purchased, 
are  include  in  (or  deducted  from)  interest  on  loans . 

Does  not  include  income  from  Federal  funds  and  security  resale  trans- 
actions which  is  shown  separately. 

Interest  rebated  to  customers  on  loans  paid  before  maturity  is  deducted 
from  gross  interest  collected  on  loans  and  not  reported  as  an  expense. 

Amortization  of  premiums  on  real  estate  mortgages  or  other  loans  is 
deducted  from  gross  interest  on  loans.   Amortization  of  discounts  (e.g.,  points 
charged)  received  on  real  estate  mortgage  loans  transactions  is  included  here. 

Includes  investigation  and  service  charges,  renewal  and  past-due  charges, 
commitment  fees  (regardless  of  whether  loan  has  been  made) ,  and  fees  charged  for 
execution  of  mortgages  or  agreements  securing  the  bank's  loans. 

Does  not  include  reimbursement  for  out-of-pocket  expenditures  made  by 
bank  for  account  of  its  customers. 
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41)  Income  From  U.  S.  Treasiiry  Securities  -   Includes  income  from  all  securities, 
i.e.,  bills,  certificates  of  indebtedness,  notes,  or  bonds  issued  by  the  U.  S. 
Treasury  Department.   Includes  discount  received  or  accumulated  on  U.  S.  Treasury 
bills  (sold  by  Treasury  on  a  discount  instead  of  an  interest  basis)  dnd 
adjustment  of  carrying  value  of  U.  S.  Savings  Bonds  in  accordance  with  increase 
in  redemption  values.   Excludes  all  income  from  obligations  of  other  U.  S. 
Government  Corporations  and  agencies.   Excludes  securities  held  in  trading 
account . 

42)  Income  From  Other  U.  S.  Obligations  -  Includes  income  from  all  bonds,  notes, 
and  debentures  of  U.  S.  Government  agencies  and  corporations,  including  government 
sponsored  agencies  such  as  Export-Import  Bank,  Federal  Intermediate  Credit  Banks, 
Federal  National  Mortgage  Association,  Government  National  Mortgage  Association, 
Federal  Land  Banks,  Federal  Home  Loan  Banks,  Banks  for  Cooperatives,  Tennessee 
Valley  Authority,  D.  C.  Stadium  Bonds,  Federal  Housing  Authority  Debentures,  amd 
Merchant  Marine  Bonds.   Includes  income  from  Participation  Certificates  issued 

by  Commodity  Credit  Corporation,  Export-Import  Bank,  Federal  National  Mortgage 
Association,  and  Government  National  Mortgage  Association.   Includes  income  from 
holdings  of  Farmers  Home  Administration  Insured  Notes.   Excludes  securities  held 
in  trading  account. 

43)  Income  From  Obligations  of  States  and  Other  Political  Subdivisions  -  Includes 
all  income  from  obligations,  including  warrants  and  tax  anticipation  notes, 
issued  by  municipalities,  by  school,  irrigation,  drainage,  and  reclamation  dis- 
tricts, and  by  local  housing  authorities  (including  "new  housing  bonds"  and 
temporary  loan  notes) .   Also  includes  income  from  obligations  issued  by  other 
instrumentalities  of  one  or  more  states  and  by  territorial  and  insular  possessions 
of  the  U.  S.   Excludes  securities  held  in  trading  account. 

44)  Total  Tax  Free  Security  Income  -  The  total  of  items  41,  42  and  43. 

45)  Total  Operating  Income  -  The  amount  of  ordinary  and  recurring  income  during 
the  year. 

46)  Total  Operating  Expense  -  The  amounts  of  ordinary  and  recurring  expenses  of 
operation  during  the  year.   If  a  baiik  is  on  a  complete  or  partial  accrual  system 
and  regularly  charges  accrual  of  interest,  taxes  (other  than  income  teixes)  ,  or 
other  expenses  to  appropriate  expense  accounts,  amount  of  expenses  thus  accrued 

is  reported  against  the  appropriate  subitem  of  this  item  in  the  year  in  which  such 
expenses  are  incurred,  regardless  of  when  payment  are  actually  made. 

If  a  bank  keeps  its  expense  accounts  on  a  cash  basis  but  from  time  to  time 
earmarks  a  portion  of  undivided  profits  to  cover  estimated  interest,  taxes,  and 
other  expenses,  and  does  not  debit  appropriate  e^ense  accounts  until  expenses 
are  actually  paid,  such  amounts  cure  merely  portions  of  undivided  profits  until 
such  debit  occurs. 

47)  Income  Before  Income  Taxes  and  Securities  Gains  and  Losses  -   "Total 
Operating  Income"  minus  "Total  Operating  Expense." 

48)  Net  Income  Before  Extraordinary  Items  -  Total  of  "Income  Before  Securities 
Gains  or  Losses"  plus  or  minus  "Securities  Gains  or  Losses  -  Net  of  Tax  Effect." 

49)  Net  Income  -   "Net  Income  Before  Extraordinary  Items"  plus  or  minus 
"Extraordinary  Charges  or  Credits  Net  of  Tax  Effect." 
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BANK  DATA 
Preliminary  Analysis 


APPENDIX  III 


>;' 


triable 


Cat  1 


Jescrxption   (55) 


Cat  2 
(61) 


Banks 


Cat  3 
(20) 


Cat  4 
(17) 


Total 
(153) 


Savings  £  Loans 
(16) 


Total  Loans 

High 

Low 

Avg 


6,552,000 
1,445,000 
3,479,971 


16,743,000 
2,590,000 
8,916,937 


29,560,000 
13,000,000 
19,523,212 


102,960,990 
29,170,992 
53,701,346 


102,960,990 

1,455,000 

13,324,980 


156,048,000 

145,000 

46,924,831 


Total  Assets 


High 

Low 

Avg 


9,911,000 
2,187,000 
6,349,447 


24,396,000 
10,095,000 
15,972,918 


46,842,000 
25,076,000 
33,371,866 


188,570,000 
51,338,992 
92,339,695 


188,570,000 

2,187,000 

23,273,068 


184,612,000 

160,000 

51,181,380 


IPC  Demand 

High 

Low 

Avg 


3,452,000 

536,000 

1,628,688 


8,184,000 
2,046,000 
4,140,832 


10,616,000 
4,817,000 
7,641,846 


54,166,992 
11,875,000 
23,079,258 


54,166,992 

536,000 

5,799,699 


IPC  Time 

High 

Low 

Avg 

IPC  Time/ 

IPC  Demand 


6,058,000 

937,000 

3,336,833 

2.05 


14,651,000 
3,194,000 
8,585,887 

2.07 


29,954,992 

11,880,000 
19,310,464 

2.53 


85,610,000 
30,644,000 
48,168,782 

2.09 


85,610,000 

937,000 

12,553,908 

2.16 


146,662,990 

131,000 

46,610,688 


"  'vtal  Domestic  Deposits 

-^ji'gh       9,112,000  22,248,000  42,450,000 

Low        1,878,000  9,297,000  22,848,000 

Avg        5,762,583  14,615,999  30,081,690 


166,726,990 
46,864,000 
81,633,835 


166,726,990 

1,878,000 

20,901,216 


146,662,990 

131,000 

46,610,688 


Equity  Capital 


High 

848,000 

1,973,000 

3 

,319,000 

12 

,619,000 

12,619,000 

8,404,000 

Low 

227,000 

623,000 

1 

,607,000 

2 

,945,000 

227,000 

28,000 

Avg 

505,471 

1,127,374 

2 

,272,598 

6 

,083,467 

1,604,193 

3,145,436 

76  Prop. 

,  Tax  Paid 

High 

39,918 

78,812 

125,480 

399,824 

399,824 

40,931 

Low 

3,577 

6,750 

34,151 

81,569 

3,577 

235 

Avg 

16,253 

33,809 

71,612 

195,231 

50,375 

14,216 

77  Prop. 

,  Tax  Paid 

High 

26,463 

74,918 

106,509 

446,634 

446,634 

49,075 

Low 

1,635 

6,893 

28,629 

66,974 

1,635 

508 

Avg 

10,809 

27,233 

58,319 

177,054 

42,040 

16,753 

76  Bank 

Shares 

High 

38,149 

66,648 

118,918 

339,008 

339,008 

Low 

909 

2,310 

10,795 

35,950 

909 

Avg 

13,042 

27,290 

58,330 

151,480 

40,025 

7-7  Bank 

Shares 

^h 

Low 
Avg 


24,621 

0 

7,647 


63,353 

1,399 

20,470 


91,947 
11,247 
44,137 


386,708 

22,698 

132,302 


386,708 

0 

31,380 
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Banks 


Variable     Cat  1 

Cat  2 

Cat  3 

Cat  4 

Total 

Savings  &   Loans 

Description   (55) 

(61) 

(20) 

(17) 

(153) 

(16) 

77-76  Bank  Shares 

High          14,637 

9,449 

9,449 

60,377 

60,377 

€ 

Low           (20,364) 

(23,816) 

(45,026) 

(179,149) 

(179,149) 

Avg            (5,395) 

(6,820) 

(14,193) 

(19,177) 

(8,644) 

#  decreased        50 

50 

18 

12 

130 

%  decreased        91% 

82% 

90% 

71% 

85% 

76  Corp.  Tax  Paid 

High          5,158 

15,729 

39,643 

108,908 

108,908 

29,805 

Low                5 

5 

5 

50 

5 

50 

Avg              376 

1,447 

8,913 

34,225 

5,867 

9,372 

#  pay  $50         47 

44 

8 

4 

103 

%  pay  $50         89% 

77% 

40% 

24% 

70% 

Total  76  Tax  (Corp.  &  Prop.) 

High          43,604 

78,862 

161,896 

508,732 

508,732 

66,678 

Low            3,627 

6,800 

34,156 

88,947 

3,627 

285 

Avg           16 , 614 

35,161 

80,525 

229,456 

56,012 

29,548 

Bank  Shares/Total  Taxes 

(Percentage) 

High           97.03 

99.57 

94.93 

84.73 

99.57 

Low            23.74 

23.63 

18.90 

28.02 

18.90 

W.  Avg*        78.50 

77.61 

72.43 

66.01 

Avg. 

71.45 
71.53 

Corp.  Tax/Total  Tax  (Percentage) 

High           21.61 

35.09 

33.11 

33.68 

35.09 

91.44 

Low            0 . 05 

0.02 

0.00 

0.01 

0.00 

0.4||^ 

W.  Avg*         2.18 

3.84 

11.06 

14.91 

Avg. 

10.06 
5.55 

51.8b 

76  Bank  Shares/Loans  (Percentage) 

High            1.86 

1.26 

0.68 

0.49 

1.86 

Low            0.04 

0.04 

0.04 

0.06 

0.04 

W.  Avg*         0.37 

0.30 

0.29 

0.28 

Avg. 

0.30 
0.36 

76  Bank  Shares/Assets  (Percentage) 

High            0.59 

0.47 

0.30 

0.27 

0.59 

Low             0 . 02 

0.03 

0.02 

0.04 

0.02 

W.  Avg*         0.20 

0.17 

0.17 

0.16 

Avg. 

0.17 
0.18 

76  Bank  Shares/IPC  Demand  (Percentage) 

High            2.22 

1.72 

1.42 

1.05 

2.22 

Low            0.10 

0.09 

0.12 

0.14 

0.09 

W.  Avg*         0.80 

0.65 

0.76 

0.65 

Avg. 

0.69 
0.72 

76  Bank  Shares/IPC  Time 

(Percentage) 

High            1 . 06 

1.02 

0.58 

0.55 

1.06 

Low            0 . 04 

0.03 

0.05 

0.08 

0.03 

W.  Avg*         0.39 

0.31 

0.30 

0.31 

Avg 

0.31 
0.34 

76  Bank  Shares/Total  Deposits  (Percentage) 

4. 

High           0.69 

0.52 

0.35 

0.31 

0.69 

Low            0.02 

0.02 

0.03 

0.05 

0.02 

W.  Avg*         0.13 

0.14 

0.14 

0.16 

Avg. 

0.15 
0.20 

♦Weighted  Average 
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Banks 


Variable 

De  script ion_ 


Cat  1 
(55) 


Cat  2 
(61) 


Cat  3 
(20) 


'Ve  Bank  Shares/Equity  Capital  (Percentage) 

High  4.56  5.14  3.68 

LOW  0.34  0.48  0.41 

W.  Avg*         2.58  2.42  2.56 


0. 
2. 

48 
42 

0. 
0, 
0. 

,12 
.00 
.02 

0 
0 
0 

.07 
.00 
.01 

Corp  Tax/Loans  (Percentage) 

High  0.11 

Low  0 . 00 

W.  Avg*  0.01 

Corp  Tax/Asset  (Percentage) 

High  0.07 

Low  0.00 

W.  Avg*  0.01 

Corp  Tax/IPC  Demand  (Percentage) 
High  0.28         0.27 

Low  0.00  0.00 

W.  Avg*         0.02  0.03 

Corp  Tax/IPC  Time  (Percentage) 

High  0.16         0.15 

Low  0.00          0.00 

W.  Avg*  0.01          0.02 

':,6rp  Tax/Domestic  (Percentage) 
High  0.07  0.08 

Low  0.00  0.00 

W.  Avg*         0.01  0.01 

Corp  Tax/Equity  (Percentage) 

High  0.94  0.97 

Low  0.00  0.00 

W.  Avg*         0.07  0.12 


Total  Tax/Loans  (Percentage) 

High           1.95  1.30 

Low            0.15  0.08 

W.  Avg*         0.49  0.39 

Total  Tax/Assets  (Percentage) 

High  0.61  0.50 

Low  0.09  0.05 

W.  Avg*         0.26  0.22 

Total  Tax/IPC  Demand  (Percentage) 

High  2.06  1.81 

Low  0.33  0.23 

W  Avg*  1.02  0.85 

_jtal  Tax/IPC  Time  (Percentage) 
High  1.11         1.05 

Low  0.15  0.09 

W.  Avg*         0.50  0.40 


0.15 
0.00 
0.05 


0.10 
0.00 
0.03 


0.43 
0.00 
0.12 


0.19 
0.00 
0.05 


0.13 
0.00 
0.03 


1.40 
0.00 
0.40 


0.62 
0.19 
0.42 


0.42 
0.13 
0.24 


1.75 
0.49 
1.05 


0.68 
0.22 

0.42 


Cat  4 
(17) 


3.77 
0.62 
2.49 


0.14 
0.00 
0.06 


0.10 
0.00 
0.04 


0.37 
0.00 
0.15 


0.19 
0.00 
0.07 


0.11 
0.00 
0.04 


1.18 
0.00 
0.56 


0.61 
0.23 
0.43 


0.42 
0.15 
0.25 


1.67 
0.49 
0.99 


0.73 
0.29 
0.48 


Total 
(153) 


Savings  &  Loans 
(16) 


Avg. 


Avg. 


Avg. 


Avg. 


Avg. 


Avg. 


Avg. 


Avg. 


Avg. 


Avg. 


Avg. 


5.14 
0.34 
2.49 
2.42 

0.14 
0.00 
0.04 
0.02 

0.10 
0.00 
0.02 
0.01 

0.43 
0.00 
0.10 
0.05 

0.19 
0.00 
0.04 
0.02 

0.13 
0.00 
0.03 
0.01 

1.40 
0.00 
0.35 
0.26 

1.95 
0.08 
0.42 
0.46 

0.61 
0.05 
0.24 
0.24 

2.06 
0.23 
0.97 
0.96 

1.11 
0.09 
0.45 
0.46 


,41 
,01 


0.03 


,37 
,01 


0.03 


0. 

45 

0. 

01 

0. 

03 

0. 

45 

0. 

01 

0. 

,03 

2. 

.10 

0, 

.07 

0. 

.49 

0 

.62 

0 

.00 

0 

.06 

0 

.56 

0 

.00 

0 

.05 

0.68 

0.02 
0.06 
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Banks 


Variable     Cat  1 

Cat  2 

Cat  3 

Cat  4 

Total 

Savings  S,   Loans 

Descriptions  (55) 

(61) 

(20) 

(17) 

(153) 

(12) 

Total 

Tax/Domestic  (Perc 

entage) 

High 

0.73 

0.55 

0.51 

0.46 

0.73 

0.68 

Low 

0.10 

0.06 

0.14 

0.17 

0.06 

0.0^ 

W.  Avg*         0.29 

0.24 

0.27 

0.28 

0.27 

0.06 

Avg.   0.27 

Total 

Tax/Equity  (Percentage) 

High 

5.26 

5.41 

5.29 

5.61 

5.61 

3.19 

Low 

1.01 

0.76 

1.88 

2.23 

0.76 

0.27 

W.  Avg*         3.29 

3.12 

3.54 

3.77 

3.49 

0.94 

Avg.   3.24 

Loan  Income 

High 

636,000 

1,605,000 

2 

,570,000 

9,051,000 

9,051,000 

6,542,000 

Low 

68,000 

245,000 

1 

,130,000 

2,945,000 

68,000 

1,007,000 

Avg 

306,418 

782,588 

1 

,735,498 

4,774,585 

1,179,536 

3,615,081 

Income 

U.  S.  Treasury  Securities 

High 

358,000 

349,000 

522,000 

970,000 

970,000 

Low 

0 

12,000 

108,000 

148,000 

0 

Avg 

59,218 

122,852 

216,000 

451,882 

148,752 

Income 

Other  U.  S.  Obligations 

High 

157,000 

355,000 

249,000 

420,000 

420,000 

Low 

0 

0 

0 

0 

0 

Avg 

40,509 

79,656 

84,500 

72,529 

65,425 

Income 

'  Obligations  State 

and  Other 

Pol.  i 

Subdivisions 

1,416,000 

1,416,000 

High 

109,000 

253,000 

427,000 

Low 

0 

6,000 

129,000 

239,000 

0 

1 

Avg 

28,418 

93,311 

234,850 

643,118 

149,575 

Total 

Tax  Free  Security 

Income 

High 

396,000 

646,000 

1 

,027,000 

1,992,000 

1,992,000 

Low 

13,000 

113,000 

308,000 

534,000 

13,000 

Avg 

128,145 

295,819 

535,650 

1,167,528 

363,747 

Total 

Operating  Income 

High 

832,000 

1,995,000 

3 

,302,000 

12,743,000 

12,743,000 

7,805,000 

Low 

188,000 

588,000 

1 

,729,000 

3,786,000 

188,900 

1,300,000 

Avg 

483,635 

1,176,833 

2 

,461,097 

6,613,761 

1,699,627 

4,344,331 

Total 

Operating  Expense 

High 

758,000 

1,884,000 

2 

,830,000 

12,921,000 

12,921,000 

6,978,000 

Low 

149,000 

406,000 

1 

,303,000 

3,229,000 

149,000 

1,224,000 

Avg 

415,563 

978,833 

2 

,008,797 

5,678,173 

1,433,137 

3,929,081 

Net  Income  Before  Taxes 

Securities 

Gains 

&  Losses 

2,510,000 

2,510,000 

High 

216,000 

513,000 

724,000 

Low 

(111,999) 

(999) 

207,000 

(177,999) 

(177,999) 

Avg 

68,073 

198,000 

452,300 

935,588 

266,490 

Net  Income  Before  Extraordinaries 

High 

146,000 

377,000 

547,000 

1,824,000 

1,824,000 

Low 

(111,999) 

4,000 

198,000 

277,000 

(111,999) 

i. 

Avg 

58,509 

163,885 

366,700 

796,706 

222,830 

♦Weighted  Average 
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Banks 


Variable     Cat  1 

Cat  2 

Cat  3 

Cat  4 

Total 

Savings  &  Loans 

Description   (55) 

(61) 

(20) 

(17) 

(153) 

(12) 

j 
^et  Income 

High 

146,000 

365,000 

547,000 

1,824,000 

1,824,000 

827,000 

Low 

(111,999) 

4,000 

198,000 

277,000 

(111,999) 

76,000 

Avg 

58,564 

164,115 

367,000 

797,118 

223,026 

415,250 

Loan  Income/Total  Income  (Percent) 

High 

77.87 

83.35 

77.90 

81.88 

83.35 

87.56 

Low 

32.98 

41.67 

50.00 

57.44 

32.98 

75.92 

W.  Avg* 

63.35 

66.49 

70.51 

72.19 

Avg. 

69.39 
65.72 

83.21 

Tax  Free 

;  Security  Income/Total  Income 

(Percent) 

High 

62.07 

51.36 

45.44 

33.04 

62.07 

Low 

3.04 

9.62 

12.76 

11.37 

3.04 

W.  Avg* 

26.49 

25.13 

21.76 

17.65 

Avg. 

21.40 

25.14 

76  Bank 

Shares/Total  Operating  Income 

(Percent) 

High 

8.34 

6.59 

4.34 

4.01 

8.34 

Low 

0.46 

0.27 

0.33 

0.51 

0.27 

W.  Avg* 

2.70 

2.32 

2.37 

2.29 

Avg. 

2.35 
2.47 

76  Bank 

Shares/Income 

Before  Taxes  (Percent) 

High 

265.06 

57.98 

25.19 

96.41 

265.06 

Low 

3.11° 

3.97° 

2.19 

3.62° 

2.19° 

W.  Avg* 

i 

19.16 

13.78 

12.89 

16.19 

Avg. 

15.01 
10.98 

-,o  Bank 

Shares/Net  Income  Before  Extras  (Percent) 

51.22 

202.45 

High 

88.35 

202.45 

29.66 

Low 

3.11" 

3.60° 

3.16 

3.98 

3.11" 

W.  Avg* 

22.29 

16.65 

15.90 

19.01 

Avg. 

17.96 
19.32 

76  Bank 

Shares/Net  Income  (Percent) 

High 

88.35 

202.45 

29.66 

51.22 

202.45 

Low 

3.11" 

3.60" 

3.16 

3.95 

3.11" 

W.  Avg* 

22.27 

16.62 

15.89 

19.00 

Avg. 

17.94 
19.54 

76  Corp  Tax/Operating 

Income  (Percent) 

High 

0.77 

1.01 

1.35 

1.16 

1.35 

0.98 

Low 

0.00 

0.00 

0.00 

0.00 

0.00 

0.23 

W.  Avg* 

0.07 

0.12 

0.36 

0.52 

Avg. 

0.33 
0.16 

0.47 

76  Corp 

Tax/Net  Income 

Before  Taxes  (Percent) 

High 

5.49 

4.20 

6.40 

5.32 

6.40 

Low 

0.00" 

0.00° 

0.00 

0.00° 

0.00 

W.  Avg* 

0.53 

0.68 

1.97 

3.66 

Avg. 

2.12 
0.87 

76  Corp 

Tax/Net  Income 

Before  Extras 

(Percent) 

High 

5.69 

6.19 

9.28 

7.86 

9.28 

Low 

0.01° 

0.00 

0.00 

0.00 

0.00 

W.  Avg* 

0.62 

0.82 

2.43 

4.30 

Avg. 

2.53 
1.17 

*Weighted  Average 

"Negative  entries  were  excluded  as  they  indicate  negative  income,  which  makes  the  ratio 
meaningless. 
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OCUlA.b 

Savings  &  Loans 
(12) 

Variable     Cat  1 
Description   (55) 

Cat  2 
(61) 

Cat  3 
(20) 

Cat  4 
(17) 

Total 
(153) 

76  Corp  Tax/Net  Income 

(Percent) 

High            5.69 

6.19 

9.28 

7.86 

9.28 

1.36^ 

Low            0.01° 

0.00 

0.00 

0.00 

0.00 

0.23 

W.  Avg*         0.62 

0.82 

2.43 

4.29 

2.53 

4.92 

76  Total  Tax/Total  Operating  Income 

(Percent) 

Avg.   1.17 

High            8.73 

6.93 

5.53 

5.42 

8.73 

9.72 

Low            0.03 

0.67 

1.74 

1.83 

0.03 

0.01 

W.  Avg*         3.43 

2.99 

3.27 

3.47 

3.30 

0.91 

76  Total  Tax/Net  Income 

Before  Taxes 

(Percent) 

Avg.   3.25 

High          276.62 

101.39 

29.51 

165.69 

276.62 

Low             7.81° 

5.84° 

11.09 

12.92° 

5.84° 

W.  Avg*        24.41 

17.76 

17.80 

24.53 

21.02 

76  Total  Tax/Net  Inccane 

Before  Extras  (Percent) 

Avg.  36.27 

High           92.21 

524.82 

37.91 

63.06 

524.82 

Low             8.18° 

6.39 

14.08 

14.10 

6.39° 

W.  Avg*        28.37 

21.42 

21.94 

28.78 

25.11 

76  Total  Tax/Net  Income 

(Percent) 

Avg.  28.62 

High           92.21 

524.82 

37.91 

63.06 

524.82 

21.10 

Low            8.18° 

6.39 

14.08 

14.10 

6.39° 

3.53 

W.  Avg*        28.37 

21.42 

21.94 

28.78 

25.11 
Avg.  28.62 

9.49 

♦Weighted  Average 

"Negative  entries  were  excluded  as  they  indicate  negative  income,  v^ich  makes  the  ratio 
meaningless. 
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APPENDIX  IV 
SCATTERGRAMS  AND  INSTRUCTIONS  FOR  READING 

The  following  explanation  is  intended  to  aid  the  reader  in  viewing  the 
scattergrams.   The  first  scattergram  is  used  as  an  example,  but  the  other  scatter- 
grams  can  be  read  in  the  same  manner.   The  first  scattergram  is  76  bank  shares 
tax  versus  total  assets.   The  other  scattergrams  in  order  of  occurrence  are: 
76  bank  shares  tax  and  total  operating  income,  76  bank  shares  tax  and  net  income, 
76  corporation  license  tax  and  total  assets,  76  corporation  license  tax  and  total 
operating  income,  76  corporation  license  tax  and  net  income,  76  total  tax  and  total 
assets,  76  total  tax  and  total  operating  income,  and  76  total  tax  and  net  income. 

INSTRUCTIONS 

A:   The  variable  that  is  on  the  vertical  axis 

B:   The  variable  that  is  on  the  horizontal  axis 

C:   In  this  example  the  amount  of  bank  shares  tax  paid  by  a  particular  bank  is  read 
from  the  vertical  axis  and  the  amount  of  assets  that  bank  had  is  read  from  the 
horizontal  axis.   A  number  instead  of  a  (*)  means  that  more  than  one  bank  is  at 
that  point.   The  number  indicates  how  many  banks  are  at  that  point,  but  nine 
can  mean  nine  or  more  banks. 

D:   r2  is  the  measure  of  linear  relationship.   It  is  also  the  amount  of  variation 
in  one  variable  that  can  be  explained  by  variation  in  the  other.   In  this 
example  79.6  percent  of  the  variation  in  bank  shares  tax  paid  can  be  explained 
by  the  variation  in  total  assets.   The  complete  interpretation  is  discussed 
in  detail  under  the  section  on  ability  to  pay. 

E:   Slope  tells  whether  the  two  variables  are  positively  or  negatively  related. 
In  this  example  the  slope  is  positive.   A  positive  slope  means  that  as  one 
variable,  total  assets,  increases  so  does  the  other,  bank  shares  tax  paid. 
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APPENDIX  V 
WHY  RATIOS  WERE  NOT  USED  TO  DRAW  CONCLUSIONS 

The  next  two  scattergrams  help  illustrate  why  ratios  could  not  be  used  for 
comparison  of  the  153  banks.   The  first  scattergram  is  equity  capital  versus 
total  assets.   As  one  might  expect  there  is  a  very  strong  relationship.   The  R 
is  .97,  which  is  extremely  high  considering  that  153  observations  are  involved. 
What  this  means  is  97  percent  of  the  variation  in  equity  capital  can  be  explained 
by  the  variation  in  total  assets. 

When  the  ratio  of  equity  capital  to  assets  is  ran  against  total  assets,  a 
measure  of  bank  size,  something  interesting  happens.   The  R^  drops  to  .04,  which 
means  only  4  percent  of  the  variation  in  the  ratio  of  equity  capital  to  assets 
can  be  explained  by  the  variation  in  total  assets.   An  R^  of  .04  means  that  the 
relationship  between  the  two  variables  is  nearly  random.   The  reason  this  happens 
is  because  the  ratios  vary  from  bank  to  bank  and  the  variation  has  nothing  to  do 
with  bank  size.   Therefore,  no  conclusion  can  be  drawn.   This  reinforces  what  is 
said  earlier,  that  the  ratio  is  unique  to  the  particular  bank  and  cannot  be 
applied  to  any  other. 


2 
J  See  appendix  V  for  an  explanation  on  how  to  read  the  scattergrams, 
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APPENDIX  VI 

Memoranda  concerning  the  current  tax  treatment  of  federal  and  municipal 
obligation  income  in  Montana. 
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THOMAS  L  tUOGt 


OFFICE  OF  BUDCXT  AND  PROGRAM  PLANNING 

^tate  uf  (itiontatta 

(Mict  oi  ^l;c  OftoUrriiar 

^eUna  SOtiUl 

May  21,  1974 
MEMORANDUM 


TO:      Mike  Billings 

FROM:     Pat  Melby,  Staff  Attorney  \tfK 

SUBJECT:   Inclusion  of  Interest  Income  from  Obligations  of  the  United  States 
in  Corporate  Net  Income  for  Purposes  of  Determination  of  Montana 
Corporate  License  Tax 

Question;  May  interest  Income  from  federal  obligations  be  included  in  the  net 
income  of  a  corporation  in  determining  the  amount  of  the  corporation's  license 
tax  under  Section  84-1501,  R.C.M.  1947? 

Answer;    No,  not  under  present  state  law. 

Discussion;  The  law  is  well  settled  that  interest  income  from  obligations  of 
the  United  States  may  be  included  in  the  net  income  of  a  corporation  in  deter- 
mining a  corporate  license  tax  based  on  a  percentage  of  net  income.  Pacific  Co.  i 
V,  Johnson.  285  U.S.  480  (1932),  Tradesman  Bank  v.  Tax  Conm'n.  309  U.S.  560 
(1940) .Werner  Hach.  Co.  v.  Director  of  Taxation.  350  U.S.  492  (1956). 

The  judicial  detennination  to  allow  interest  income  from  obligations 
of  the  United  States  to  be  Included  in  net  income  for  corporation  franchise  pur- 
poses was  affirmed  by  Congress  in  1959  when  31  U.S.C.A.  S  742  was  amended  to 
read:  " 

"All  stocks,  bonds,  treasury  notes,  and  other  obligations 
of  the  U.S.  shall  be  exempt  from  taxation,  by  or  under,  state 
or  municipal  or  local  authorities.   This  exemption  extends  to 
every  form  of  taxation  that  would  require  that  either  the 
obligations  or  the  interest  thereon,  or  both,  be  considered, 
directly  or  indirectly,  in  the  computation  of  the  tax,  except 
non-discriminating  franchise  or  other  non-property  taxes  in 
lieu  thereof  Imposed  on  corporations  and  except  the  estate 
taxes  .or  inheritance  taxes."   (Empjiasis  supplied.) 

It  Is  clear,  however,  that  Inclusion  of  this  tax-exempt  income  in 
corporate  net  income  must  be  non-discriminatory.   The  Supreme  Court,  in  Pacific 
Co.  V  Johnson,  cupra  at  496,  stated  "  As  it  (California's  franchise  tax)  operates 
to  measure  the  tax  on  the  corporate  franchise  by  the  entire  net  income  of  the 
corporation,  without  any  discrimination  between  income  which  is  exempt  and  that 
which  is  not,  there  is  no  infringement  of  any  constitutional  immunity." 

Prior  to  1971,  in  Montana  interest  income  from  obligations  of  the 
United  States  could  properly  be  included  in  "net  income"  in  determining 
corporate  license  tax.   See  Mont.  Bank  v.  Casey.  135  Mont.  104  (1959). 
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Mike  Billings 
May  21,  1974 
page  two 


The  Forty  Second  Session  of  the  Legislature  in  Chapter  235,  Laws 
of  Montana  1971,  (House  Bill  29,  sponsored  by  Hlmsl  and  others),  amended  Sec- 
tion 84-1502,  R.C.M.  1947,  allowing  an  additional  deduction  in  computing  the 
net  income  for  corporation  license  tax  purposes.   That  amendment  provides 
that  "  [i]  nterest  income  from  obligations  of  the  state  of  Montana,  or  any 
political  subdivision  or  municipality  of  the  state  of  Montana"  is  allowed  as 
a  deduction  from  net  income. 

I'm  sure  that  when  this  amendment  was  proposed  to  the  Legislature 
that  it  appeared  very  desirable  as  facilitating  the  salability  of  state  and 
local  obligations  at  lower  interest  rates.   I  doubt,  however,  that  the  fact 
was  ever  discussed  that  by  exempting  interest  incoae  from  state  and  local 
obligations  the  Legislature  was  automatically  exenpting  interest  income  from 
U.S.  obligations.   To  exempt  interest  income  from  state  and  local  obligations 
yet  Include  interest  income  from  federal  obligations  would  be  discriminatory 
and  prohibited  by  federal  law. 

The  only  way  that  the  now  exempt  interest  income  from  federal  obliga- 
tions could  be  included  in  net  income  in  determining  corporation  license  taxes 
Is  by  changing  Montana  law  to  require  that  all  corporate  Income,  whatever  its 
source,  be  included  in  net  income. 

The  Supreme  Court  has  looked  in  disfavor  on  legislation  which  appears 
to  be  aimed  directly  at  including  interest  income  from  U.S.  obligations  in  net 
Income  for  franchise  purposes  where  such  Income  was  previously  excluded,  and 
has  held  such  legislation  as  subjecting  these  securities  pro  tanto  (for  as 
much)  to  the  burden  of  the  tax  and  Is  tantamount  to  discrimination  against  them, 
Macallen  Co.  v.  Massachusetts,  280  U.S.  513  (1929).   The  Court  has,  however, 
sanctioned  a  change  in  taxing  policy  where  the  legislation  has  appeared  to  be 
an  exercise  of  sovereign  authority  in  the  adoption  of  a  new  form  of  privilege 
tax  on  corporations.   Pacific  Co.  v.  Johnson,  supra  and  Tradesman  Bank  v  Tax 
Comm'n,  supra.   I  would  suggest  a  thorough  analysis  of  these  cases  before  any 
proposal  is  made  to  amend  Montana  law  to  include  now  exempt  interest  income  in 
net  Income  for  corporation  license  tax  purposes. 

NOTE:   Of  additional  interest  is  the  "State  Taxation  of  Depositories  Act". 
Pub.  L.  93-100,  I  7,  87  Stat.  347,  effective  September  15,  1973,  which  pro- 
vides in  pertinent  part: 

"With  respect  to  any  taxable  year  or  other  taxable  period 
beginning  on  or  after  the  date  of  enactment  of  this  sec- 
tion £Aug.  16,  I973J  and  before  January  1,  1976,  no  state 
or  political  subdivision  thereof  may  impose  any  tax 
measured  by  income  or  receipts  or  any  other  'doing  business' 
tax  on  any  insured  (FDIC)  depository  not  having  its  principal 
office  within  such  state." 
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This  law  prohibits  the  levying  of  a  corporation  license  tax  on  a 
financial  institution  not  maintaining  a  central  office  in  Montana.   What 
effect  this  prohibition  might  have  in  this  state  can  only  be  kno%m  by  a 
Chorough  study  of  those  corporations. 

This  moratorivim  is  effective  while  the  Federal  Advisory  Council 
oo  Intergovernmental  Relations  makes  a  study  relating  to  the  application  of 
state  "doing  business"  taxes  on  out-of-state  commercial  banks,  mutual 
savings  banks,  and  savings  and  loan  associations.   The  study  is  to  contain 
recomnendations  for  federal  legislation  which  will  provide  equitable  state 
taxation  of  such  out-of-state  financial  institutions. 

The  study  and  report  of  recommendations  is  due  for  completion  on 
December  31,  1974.   This  would  seem  an  unique  opportunity  for  the  entire 
corporation  license  tax  structure  to  be  revamped  so  that  it  would  simply  be 
based  on  total  net  income,  with  no  distinction  between  tax-exempt  income  and 
taxable  income. 
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M£MORAMDUM 

March  1€,  1971 


TO I    J.  Horl«y  Coop«r 
John  C.  All«y 
Ray  Wayrynan 

PROMt   Edward  J«n«  Ball 
Tax  Couna«l 

R£i    Corporaticm  Lioanaa  Tax-»U.S.  Obli^ationa  and  Zncoaa. 

Mr.  Vralatad'a  latter  of  March  16,  1971  raiaea  tha 
quaatlon  whether  tha  enaotnent  of  Chapter  235,  Lawa  of  1971 
(Houae  Bill  No.  29)  will  require  that  obligationa  of  the  United 
Statea  and  intereat  income  derived  therefrom  will  be  deductible 
after  December  30,  1970,  and  thereafter,  from  corporation  licenae 
tax  income. 

Chapter  235,  Lawa  of  1971,  amended  Section  84-1502, 
R.C.M.  1947,  and  provided  a  deduction  for  intereat  incoxM  from 
i^ligationa  of  the  State  of  Montana,  or  any  political  subdivi- 
sion or  municipality  of  the  State  of  Montana.   P.L.  S6-346  pro- 
vides that  obligations  of  the  United  States  and  interest  income 
derived  therefrom  are  exempt  from  every  fona  of  taxation  except 
nondiscriminatory  franchise  or  other  nonproperty  taxes  imposed 
on  corporations,   because  Section  tt4-1502,  as  amended  by  Chapter 
235,  Laws  of  1971,  provides  a  deduction  for  interest  income  from 
obligationa  of  state  and   local  governments,  it  would  be  dis- 
criminatory to  tax  obligations  of  the  United  States. 

Therefore,  effective  with  taxable  periods  beginning 
after  December  30,  1970,  obligations  of  the  United  States  and 
interest  income  derived  therefrom  should  not  be  included  in  cor- 
poration license  tax  income,  and  instead  the  income  should  be 
treated  in  like  manner  as  income  derived  from  obligations  of 
state  and  local  governments* 


CO I   Vernon  B.  Miller 

Howard  0.  Vralsted 
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CRITIQUE  OF  THE  PROPOSAL  TO  CHANGE  THE  BANKS  SHARES  TAX 
PRESENTED  BY  THE  MONTANA  BANKERS  ASSOCIATION 


PREPARED  BY:   ALAN  DAVIS 

RESEARCH  DIVISION 

DEPARTMENT  OF  REVENUE 


The  revenue  loss  of  $1.6  million  estimated  for  1977  by  the  Montana  Banker's 

Association  (MBA)  dramatically  understates  the  impact  of  their  proposal  to 

remove  the  bank  shares  from  the  local  tax  base  and  replace  it  with  a  modified 

corporation  license  tax.   The  1977  estimate  should  include  the  loss  in  revenues 

to  the  state. 

Present  System       MBA  Proposal 
1977  1977 

Local  Gov't        $4.8  M  $3.1  M 

State  .86  M  0 


TOTAL  $5.66  Million         $3.1  Million 

The  table  which  appears  above  shows  the  total  impact  of  the  MBA  proposal 
on  state  and  local  revenues.   The  loss  of  $.86  million  in  state  revenues  is 
because  the  banks  will  no  longer  be  paying  any  corporation  license  tax  to  the 
state,  all  the  monies  will  be  returned  to  local  government.   When  the  loss  to 
the  state  is  added  to  that  of  local  government  the  total  loss  becomes  $2.5 
million. 

Using  1977  to  make  the  comparison  tends  to  further  understate  the  revenue 
loss.   If  the  bill  had  been  in  effect  in  1976  the  loss  to  local  governments 
would  have  been  $2.7  million  and  the  total  loss  to  state  and  local  governments 
would  exceed  $3.7  million.   The  banking  community  may  believe  that  the  use  of 
the  1976  figures  is  misleading,  however,  it  can  be  demonstrated  that  the  value 
of  bank  shares  in  1979  should  approximate  the  value  in  1976. 
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The  taxable  value  of  bank  shares  assessed  to  the  banks  in  1976  was  $24.3 
million.   H.B.  735  reduced  the  figure  in  1977  to  $18.9  million.   The  assessment 
of  bank  shares  in  1978  is  $21.5  million,  approximately  halfway  between  the  two 
figures.   If  current  trends  continue  by  1979  this  figure  will  probably  increase 
to  approximately  $24  million,  the  1976  level. 

In  1977  the  actual  taxes  paid  on  bank  shares  was  $4.8  million.   Applying 
1977  mill  levies  to  the  1978  taxable  value  would  generate  tax  revenues  of  $5.4 
million  in  1978.   This  figure  is  approximately  halfway  between  the  $4.8  million 
actual  assessment  in  1977  and  the  $6.1  million  that  would  have  been  generated  in 
1976  had  no  court  case  arisen. 

The  impact  of  the  bankers'  proposal  in  1976  and  1977  on  individual  counties 
is  included  in  the  attached  tables.   These  figures  are  copied  output  from  the 
computer  simulation  developed  by  the  Research  Division  of  the  Department  of 
Revenue  and  ignore  the  impact  on  state  revenue.   The  second  page  for  each  year 
includes  the  statewide  impact  on  local  governments  and  on  state  and  local 
governments  combined.   Also  included  are  a  few  statistics  on  individual  banks, 
largest  decrease  in  taxes  paid  and  the  number  of  banks  that  would  have  increases 
and  decreases  in  taxes  paid  as  a  result  of  the  proposed  change. 

It  is  readily  evident  that  several  counties,  noticeably  the  larger  urban 
counties,  suffer  substantial  reduction  in  taxes  collected.   Not  only  do  a 
fairly  large  percentage  of  banks  receive  a  tax  reduction  but  many  individual 
banks  receive  large  decreases  in  taxes.   The  greatest  impact  will  be  felt  at  the 
city  level.   Bank  shares  is  a  much  larger  percentage  of  a  city's  taxable  value 
than  that  of  a  county's.   Many  cities  are  already  at  the  statutory  mill  limit 
and  will  need  to  either  find  alternative  sources  of  revenue  or  curtail  services 
provided . 
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The  computer  simulation  allows  a  bank  by  bank  comparison  of  proposals.   The 
information  is  not  included  for  obvious  reasons.   However,  it  is  evident  from  the 
simulation  that  the  bigger  banks  in  the  state  receive  the  largest  share  of  reduced 
taxes.   Several  large  banks  receive  reductions  in  excess  of  $100,000. 

The  MBA  proposal  fails  to  address  the  issue  of  allocating  tax  monies  to  the 
counties.   Allocating  money  to  the  local  governments  is  a  problem.   Part  of  the 
problem  is  that  banks  would  be  put  in  a  category  different  from  that  in  which 
other  corporations  find  themselves.   Other  corporations  pay  the  corporation 
license  tax  and  the  monies  go  into  the  state  coffers.   Banks  would  pay  tax  and 
it  will  be  earmarked  to  local  governments,  with  no  contribution  to  the  state 
coffers. 
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IPACT   OF   BANKS    PROPOSAL      1976 
Ixcludinc;    impact    to   state) 

COUNTY 

ECAyERHEAD 

BIG  HORN 

BLAINE 

BROADUATER 

CARBON 

CARTER 

CASCADE 

CHOUTEAU 

CUSTER 

DANIELS 

DAUSON 

DEER  LODGE 

FALLON 

FERGUS 

FLATHEAD 

GALLATIN 

GARFIELD 

GLACIER 

GOLDEN  UALLEY 

GRANITE 

HILL 

JEFFERSON 

JUDITH  BASIN 

LAKE 

.IS    S    CLARK 


•.NALYGI3    liiY    COUNTY 


L.-^tRTY 

LINCOLN 

MADISON 

MCCONE 

MEAGHER 

MINERAL 

MISSOULA 

MUSSELSHELL 

PARK 

PETROLEUM 

PHILLIPS 

PONDERA 

POWDER  RIVER 

POUELL 

PRAIRIE 

RAVALLI 

RICHLAND 

ROOSEVELT 

ROSEBUD 

SANDERS 

SHERIDAN 

SILVER  BOU 

STILLWATER 

SWEETGRASS 

TETON 

TOOLE 

■  Jf-ASURE 

VALLEY 

WHEATLAND 

WIBAUX 

YELLOWSTONE 

'ATEWIDE  TOTALS 


.  EXISTING 

LAW 

ALTERNATIVE 

********:}:*** 

X;**;^**:};^.*:;:  ;!;*■.:; 

$70,39'0 

$36,948 

$50,439 

$65,23", 

$29,874 

$35,157 

$34yl65 

$9,326 

$46,037 

$25,448 

$20,833 

$8,561 

$440,688 

$276,995 

$88,343 

$59,923 

$228,169 

$103,820 

$39,123 

$32,745 

$110,690 

$65,993 

$153,890 

$31,649 

$26,757 

$23,378 

$232,660 

$90,291 

$262,093 

$154,714 

$271,955 

$187,710 

$14,724 

$9,026 

$83,168 

$54,635 

$0 

$0 

$26,347 

$11,835 

$163,503 

$117,010 

$16,297 

$6,432 

$44,330 

$17,201 

$88,293 

$37,481 

$339,570 

$165,748 

$27,757 

$23,946 

$45,711 

$30,152 

$40,806 

$17,671 

$14,013 

$8,973 

$15,822 

$6,805 

$19,732 

$9,229 

$352,370 

$254,532 

$34,807 

$25,023 

$78,590 

$51,541 

$0 

$0 

$65,005 

$34,221 

$110,140 

$60,960 

$23,102 

$10,739 

$29,423 

$7,926 

$26,111 

$18,029 

$98,701 

$47,702 

$126,961 

$66,752 

$174,213 

$86,277 

$37,520 

$30,410 

$97,297 

$29,651 

$77,695 

$47,296 

$247,572 

$101,327 

$59,660 

$21,305 

$53,309 

$9,375 

$69,746 

$27,657 

$103,785 

$62,422 

$23,855 

$3,432 

$156,099 

$76,020 

$38,149 

$17,357 

$20,252 

$8,184 

$943,813 

$371,434 

ACTUAL 

CnANGE 

y  'r  'r  'n  ^  'I*  'r 

**** 

$33, 

450- 

$6, 

795 

$5, 

283 

$24, 

839- 

$20, 

589- 

$12, 

272- 

$163, 

693- 

$23, 

915- 

$119, 

349- 

$6, 

378- 

$44, 

697- 

$127, 

241- 

$2, 

879- 

$142, 

369- 

$107, 

334- 

$34, 

245- 

$5, 

698- 

$33, 

483- 

$0 

$14, 

512- 

$51, 

493- 

$9, 

865- 

$27, 

629- 

$50, 

'312- 

$173. 

>S22- 

$3, 

rSll- 

$15. 

>559- 

$23. 

.135- 

$5. 

-035- 

$9i 

-017- 

$10, 

r503- 

$98! 

-333- 

$9, 

,779- 

$27; 

,049- 

$0 

$30  1 

,734- 

$49 

,130- 

$12 

,363- 

$21 

,497- 

$8 

,082- 

$50 

,999- 

$60 

,209- 

$37 

,936- 

$7 

,110- 

$67 

,646- 

$30 

,399- 

$145 

,745- 

$33 

,355- 

$43 

,434- 

$42 

,089- 

$46 

,363- 

$20 

,423- 

$79 

,279- 

$20 

,792- 

$12 

,068- 

$572 

,334- 

-85- 

PERCCNT 

CHANCE 

>?  'r  ^  -r  M^  *  )ft 

47.52- 

11.63 

17.63 

72.70- 

44.72- 

53.91- 

37.14- 

52.31- 
16.30- 
40.38- 
30. Os- 
lo.76- 
61.19- 
40.97- 
30.93- 
38.70- 
37.98- 

0.00 
55.03- 
30 .  56 
60.53- 
61.63- 

rr-7      rrcr 

51.19- 

13.73 

34.04- 

56.70 

35.93- 

56.99- 

53.23- 

27.37- 

28.09- 

34.42* 

0.00 
47.36- 
44.65- 
53.51— 
73.06- 
30.95- 
51.67- 
47.42^ 
50.43— 
18.95- 
69.53- 
39.13- 
58.87- 
64.29— 
31.48— 
60.35- 
42.62- 
85.61- 
50.79- 
54.50^ 


60. 


/,■=;— 


$6,123,872 


$3,200,973 


$2,922,899- 


47.70- 


im'ACT  OF  BANKS  PROPOSAL  1976 
(excludes  impact  to  state) 

Actual 


iTATEUIDE    TOTALS 


Proposed 
1;,3/200t773 


$6»123r072 

SUMMARY    OF    EFFECTS    ON    BANKS 


Actual 

Change 

■£2r922,899- 


-86- 
Percentag 
Change 


LARGEST    ACTUAL    CHANGE 
SMALLEST    ACTUAL    CHANGE 

LARGEST    PERCENTAGE    CHANGE 
SMALLEST    PERCENTAGE    CHANGE 


BANK  NUMBER 

CHANGE 

'T  ***  +  'TV  'r  n^  '1*  '1 

:*** 

^  -r-  'f^  'T*  f  '1* 

249 

302»535- 

174 

117- 

201 

7»2<S0- 

174 

117- 

47.70- 

PERCENT 
CHANCE 

\1^  \|«  iif  ^  ^  \if 

96.S4- 
3.97- 

363.91- 
3.97- 


t*********************************************:!:***-^***^ 


MEAN  CHANGE 
MEDIAN  CHANGE 


$19»104- 
$9f795- 


NUMBER  OF  BANKS  EXPERIENCING  INCREASED  TAXES  AS  A  RESULT  OF  ALTERNATE  "  2 
NUMBE"^  OF  BANKS  EXPERIENCING  DECREASED  TAXES  AS  A  RESULT  OF  ALTERNATIVE  IZ 
NUMBER  OF  BANKS  EXPERIENCING  NO  CHANGE  IN  TAXES  AS  A  RESULT  OF   ALTERNATIVE 


IMPACT  OF  BANKS  PROPOSAL  1976. 

(includes  combined  state  and  local  impact) 


'ATEUIDE  TOTALS 


Actual 


*6»9Q6»375 


Proposed 
$3,200f973 


Actual 

Change 

$3,785,402- 


Percentage 
Change 


54.10- 


3UMMARY  OF  EFFECTS  ON  BANKS 


LARGEST  ACTUAL  CHANGE 
SMALLEST  ACTUAL  CHANGE 

LARGEST  PERCENTAGE  CHANGE 
SMALLEST  PERCENTAGE  CHANGE 


BANK  NUMBER 

*********** 

249 

174 

251 

174 

ACTUAL 
CHANGE 


6,367- 


PERCENT 
CHANGE 


734.00- 


#****#****;^  ****************  **#*^*******)t:*$*********************»****:^«* 


MEAN  CHANGE 
MEDIAN  CHANGE 


$24r741- 
$12»4ia- 


<****************  ********************************************:jc***4:************:t: 

JMSER    OF    BANKS    EXPERIENCING    INCREASED    TAXES    A3    A    RESULT    OF  ALTERNATE  C 

JM3ER    OF    BANKS    EXPERIENCING    DECREASED    TAXES    AS    A    RESULT    OF  ALTERNATIVE  133 

iJMBER    OF    BANKS    EXPERIENCING    NO    CHANGE    IN    TAXES    AS    A    RESULT  OF       ALTERNATIVE  0 
•Numbers   blackened   to   comply  with   confidentiality   statutes. 


IMPACT   OF   BANKS    PROPOSAL    1977_ 
(Excluding    impact    to   state) r  v  j  o  r  j  m p 

COUNTY  LAW 


iNi'i LYSIS  DY  COUfJTY 


BEAVERHEAD 

BIG  HORN 

BLAINE 

BROADWATER 

CARBON 

CARTER 

CASCADE 

CHOUTEAU 

CUSTER 

DANIELS 

DAWSON 

DEER  LODGE 

FALLON 

FERGUS 

FLATHEAD 

GALLATIN 

GARFIELD 

GLACIER 

GOLDEN  VALLEY 

GRANITE 

HILL 

JEFFERSON 

JUDITH  BASIN 

LAKE 

L'  'IS  S  CLARK 

_.--.£RTY 

LINCOLN 

MADISON 

MCCONE 

MEAGHER 

MINERAL 

MISSOULA 

MUSSELSHELL 

PARK 

PETROLEUM 

PHILLIPS 

PONDERA 

POWDER  RIVER 

POWELL 

PRAIRIE 

RAVALLI 

RICHLAND 

ROOSEVELT 

ROSEBUD 

SANDERS 

SHERIDAN 

SILVER  BOW 

STILLWATER 

SWEETGRASS 

TETON 

TOOLE 

j^SURE 
VOLLEY 
WHEATLAND 
WIBAUX 
YELLOWSTONE 

ATEWIDE  TOTALS 


*>|;*){;**;i;**:{;>|;j 


ALTERi^ATIVL 

V-  Vl'  kI-    J-  \|/  ^  .)  *l-  J*  si/  J-  vl/  y)' 

/|\  /(I  ^i-  '!•  'I-  '»■'!•  'I  ''r-  '1-  A-  '!■  't* 


$56 

$29 

$21 

$43 

$13 

$38-'5 

$45 

$192 

$24 

$85 

$65 

$21 

$156 

$242 

$263 

$5 

$66 

$18 

$131 

$25 

$32 

$44 

$246 

$24 

$22 

$23 

$12 

$12 

$4 

$411 

$16 

$40 

$60 
$80 
$12 
$30 
$25 
$76 
$69 

$115 
$34 
$55 
$64 

$213 
$61 
$20 
$52 
$92 
$7 
$04 
$21 
$15 

$754 


715 
227 
067 
09? 
298 
932 
463 
903 
745 
860 
784 
^/  / 
259 
063 
652 
958 
314 
414 

$0 
632 
4  93 
065 
682 
824 
797 
321 
330 
065 
741 
404 
310 
962 
022 
138 

$0 
877 
702 
632 
S19 
386 
956 
422 
112 
791 
666 
524 
193 
921 
467 
042 

(•  I—  -T 

990 
625 
439 
594 
972 


$35 
$65 
$35 
$8 
$25 
$8 

$273 
$57 

$106 
$31 
$64 
$25 

d:  OT 

$85 

$159 

$187 

$8 

$53 

$11 

$  1 1 4 

$7 

$16 

$34 

$159 

$23 

$28 

$16 

$8 

$6 

A-  r\ 

^>o 

tt  n  /.  fr 

$23 
$43 

<\l  T  "X 
A-  o  \./ 

$58 
$10 
$13 
$17 
$4  6 
$62 
$32 
$31 
$26 
$46 
$99 
$21 

$8 
$26 
$61 

$2 
$71 
$16 

$7 
$360 


»090 
r0e4 
>103 
y498 
»264 

ir095 

yl93 
y029 
y42S 
»783 
i-Sll 
>'344 
y507 
p120 
y937 
yl71 
y424 
,216 
$0 
^315 
>511 
y024 
y  ^  L)  1 
y  vJ-t6 
y4S6 
y714 

y473 
.892 

rr":»  A 
y  U/  -^ 

ylS3 

y810 

y  ,  ul 

y  7  "t  J 
$0 


y  V  /  "t 
y  036 
y351 

f981 

y234 


y046 
y841 
y407 
y507 
y453 
yl9S 
(■462 
y  333 


yS70 
y947 


$4yS01  .  149 


$3y 133y974 


ACTUAL 

CIIAfv' 

DE 

ttt-t>'ryi- 

'.■ji'Xtt 

$18 

y025- 

$8 

y857 

$6 

y036 

$13 

r401- 

$13 

y034- 

$5 

r337- 

$111 

r265- 

$11 

rl26 

$86 

-317- 

$6 

.923 

$21 

-473- 

$40 

-133- 

$2 

-248 

$70 

-943- 

$32 

-665- 

$76 

-737- 

$2 

-610 

$13 

-193- 

$0 

$7 

■317- 

$16 

.982- 

$18 

-041- 

$16 

.301- 

$10 

.278- 

$37 

.311- 

t607- 

$6 

.244 

$6 

-592- 

$3 

-849- 

$5 

-830- 

$3 

-378 

$14.6 

.152- 

$7 

739 

$8 

.807 

$0 

$26 

934- 

$21 

.723- 

$2 

.646- 

$17 

463- 

$7 

.405- 

$30 

722- 

$6 

•554- 

$32 

$3 

745- 

$28 

825- 

$18 

117- 

$113 

686- 

$40 

463- 

$20 

269- 

$25 

.580- 

$31 

320- 

$5 

629- 

$12 

.630- 

$5 

.210- 

$7: 

.724- 

$394 

-025- 

$ly667 

175- 

-87- 

PERCENT 
CHAi^GE 

34.41- 

•i  c-   -7r- 

1  wJ  ♦   /   »J 

20.77 

61.19- 

41.65- 

41 .90- 

28.94- 

24.24 

44.78- 

27.35 

25.03- 

61.29- 

10.57 

45.46- 

34.07- 

29.09- 

44.89 

19.37- 

0.00 
39.27- 
12.91- 
71.98- 
49.88- 
22.93- 
35 . 33— 

2.50- 
27.96 
28.53- 
30.21- 
47.00- 


43.30 
21.94 
0.00 
44.24- 
26.92- 

56  ♦  63- 

*_  7  ♦  X  / 

^  7  ♦  >  ^ 

9.44- 
28.52- 
10.76- 
51 .73- 

^Q  *  UO- 

71.20- 

49.15- 
—  -r    o  n  - 

14.92- 
24.30- 
4  9.53- 
52.19- 

34.70- 


(excludes    impact   to   state) 


rATEUIDE    TOTALS 


Actual 


Proposed 


SUMMARY    OF    EFFECTS    ON    BANKS 


BANK    NUMBER 

vl'  Or  U'  4'  1^  U'  \l^  %Jr  iV  *»-■  >!/ 
T*  'I*  'I  •  <!*  T*  1*  1>  1»  'n  'I*  1* 


Actual 
Change 

5>  1  »  ou7  y  1 75  — 


ACTUAL 
CI-IANGE 


LARGEST  ACTUAL  CHANGE 
SMALLEST  ACTUAL  CHANGE 

LARGEST  PERCENTAGE  CHANCE 
SMALLEST  PERCENTAGE  CHANGE 


174 

17G 
174 


191  ,046- 
1»401 


1  f  401 


Percentage 
Change 

34.70- 


PERCENT 
CHANCE 

'r»  n*  T  T-  'T'  T-  n 

49.40- 
1C6.14 

)6 
106.14 


**>f:***;^**************;U<******************;S  ;,■(*:!;  :!c**^-^ 


MEAN  CHANGE 
MEDIAN  CHANGE 


J10rG97 
:t3,349 


NUMBER    OF    BANKS    EXPERIENCING    INCREA3EB    TAXES    AG    A    RESULT    OF    ALTERNATE  4i 

NUMBER    OF    BANKS    EXPERIENCING    BECREASEB    TAXES    AS    A    RESULT    OF    ALTERNATU'E  10« 

NUMBER    OF    BANKS    EXPERIENCING    NO    CHANGE    IN    TAXES    AS    A    RESULT    OF       ALTERNATIVE  ( 


IMPACT   OF   BANKS    PROPOSAL   1977 

(includes    combined  state   and   local   impact) 


TATEUIDE    TOTALS 


Actual 
«5f663»<L52 


Proposed 
$3»133»97^ 


Actual 
Change 

$2.529f 673- 


Percentage 

Change 

44.60^ 


SUMMARY  OF  EFFECTS  ON  BANKS 


BANK  NUMBER 

U«  'Jr  V  >A^  ^  si'  ^^  Of  ^l-  \V  U* 


ACTUAL 
CHANGE 

*\lf  ^  <Jr  Uf  U« 
'I*  1*  ^  "t^  ^ 


PERCENT 
CHANGE 


LARGEST  ACTUAL  CHANGE 
SMALLEST  ACTUAL  CHANGE 

LARGEST  PERCENTAGE  CHANGE 
SMALLEST  PERCENTAGE  CHANGE 


248 
174 

133 
174 


4,944 


GSS.OO 


#***********«***w•{:******>^c*>t:******:t';{;*;^^*-**^^*:K******** 


MEAN  CHANGE 
MEDIAN  CHANGE 


$16,534- 
14,742- 


NUMBER    OF    BANKS    EXPERIENCING    INCREASED    TAXES    AS    A    RESULT    OF  ALTERNATE  42 

NUMBER    OF    BANKS    EXPERIENCING    DECREASED    TAXES    AS    A    RESULT    GF  ALTERNATIVE  1* 

NUMBER    OF    BANKS    EXPERIENCING    NO    CHANGE    IN     TAXES    AS    A    RESULT  OF       ALTERNATIVE  v: 

*Nuinbers   blackened   to   comply  with   confidentiality    statutes. 


FISCAL  IMPACT  OF  FINANCIAL  INSTITUTIONS  TAX  ALTERNATIVES 


At  its  July  meeting,  the  Committee  requested  the  Department  of 
Revenue  to  research  the  fiscal  impact  of  the  following  alternatives: 

The  Research  Division  to  calculate  the  fiscal  impact  to  both 
the  state  and  local  governments  of: 

(a)  returning  all  the  corporation  license  tax  collected  under 
the  Montana  Bankers  Association  proposal  to  local  govern- 
ments ; 

b)  including  25^  and  50^  of  financial  institutions'  net  income 
in  local  government's  tax  base; 

c)  allowing  the  additional  corporation  license  tax  generated 
by  removing  the  deduction  for  interest  on  federal  and 
municipal  obligations  to  be  distributed  to  local  governments; 

d)  increasing  the  corporation  license  tax  rate  on  financial 
institutions  to  raise  sufficient  revenue  to  keep  the  revenue 
flowing  to  the  state  at  its  current  level  and  to  compensate 
local  governments  for  the  loss  of  the  bank  shares  tax  revenue. 

In  addition,  the  Committee  asked  that  the  research  Division  look  at  the 
feasibility  of  the  different  methods  of  allocating  a  centrally  collected 
corporation  license  tax  to  local  governments  discussed  at  the  last  meeting. 

The  Department's  analysis: 

Alternative  A. 

This  alternative  proposes  to  remove  the  tax  free  status  of  federal,  state 
and  local  obligations  under  the  corporation  license  tax  laws.   The  alternative 
repeals  the  bank  shares  tax  and  returns  all  the  money  collected  from  banks  to 
local  governments.   The  impact  of  this  proposal  is  borne  by  both  state  and  local 
government  units . 


Local  Governments 
State 

TOTAL 


Fiscal  Impact  if  in  effect  in  1978 
Existing  Law       Proposed  Law 


$5.40  million 
.96  million 

$6.36  million 


$3.86  million 
0 

$3.86  million 


Difference 

($1.54  million) 
($  .96  million) 

($2.50  million) 


Alternative  B. 

This  alternative  taxes  net  income  of  financial  institutions  by  including 
it  in  the  local  property  tax  base  at  either  25%  or  50%.   The  value  is  then  subject 
to  local  mill  levies. 

The  Legal  Division  of  the  Department  of  Revenue  is  of  the  opinion  that 
federal,  state  and  local  obligation  income  cannot  be  included  in  net  income  under 
this  system,  since  such  income  may  only  be  taxed  under  a  non-discriminatory 
franchise  tax. 

As  a  consequence  of  the  discussion  with  the  Legal  Division,  net  income 
cannot  include  federal,  state  and  local  obligation  income.   In  1978,  federal, 
state  and  local  obligation  income  exceeded  net  income  before  taxes,  consequently, 
the  statewide  result  would  be  negative  net  income.   However,  a  variation  on  this 
idea  will  be  discussed  later  in  this  analysis. 
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Alternative  C. 

This  alternative  is  the  same  as  alternative  A  with  a  different  distribution. 
The  state  would  receive  a  share  of  the  corporation  license  tax  equal  to  that  which 
now  goes  into  state  coffers,  and  local  governments  would  receive  the  increment  in 
the  corporation  license  tax  collections  generated  by  removing  the  exemption  for 
federal,  state  and  local  obligation  income  for  banks.   The  effect  of  this  proposal 
shifts  all  of  the  revenue  loss  to  local  government  units. 


Local  Governments 
State 

TOTAL 


Fiscal  Impact  if  in  effect  for  1978 
Existing  Law       Proposed  Law 


$5.40  million 
.96  million 

$6. 36  million 


$2.90  million 
. 96  million 

$3.86  million 


Difference 

($2.50  million) 
0 

($2.50  million) 


Alternative  D.  ; 

This  proposal  is  for  a  separate  financial  institutions  license  tax.   The 
institutions  would  be  exempt  from  corporation  license  tax  and  the  banJc  shares  tax 
would  be  repealed.   The  exemption  for  federal  and  local  obligations  would  be 
removed  for  both  license  taxes.   The  rate  for  financial  institutions  would  be 
increased  to  offset  the  loss  to  state  and  local  governments.   In  addition  a  set 
percentage  of  the  tax  collections  would  go  to  the  state  and  the  remainder  to 
local  governments. 

The  rate  in  1978  would  be  11%.   The  distribution  of  this  11%  tax  would  be 
85%  to  local  governments  and  15%  to  the  state. 


Fiscal  Impact  if  in  effect  for  1978 
Existing  Law       Proposed  Law 


Local  Governments 
State 

TOTAL 


$5.40  million 
.96  million 

$6.36  million 


$5.36  million 
.94  million 

$6.30  million 


Difference 

($  .04  million) 
(   .02  million) 

($  .06  million) 


The  impact  of  this  proposal  is  a  slight  reduction  in  revenue  to  both  the 
state  and  local  governments.   A  variation  of  this  proposal  will  be  discussed 
below. 


Variation  1 

Variation  1  is  closely  related  to  the  Committee's  Alternative  B.   A 
different  definition  of  net  income  would  be  used  as  a  proxy  for  the  value  of  a 
bank's  shares  in  the  local  property  tax  base.   In  this  case  total  operating  income 
less  income  from  federal,  state  and  local  obligation  would  be  used.   The  taxable 
value  of  a  bank's  shares  would  be  defined  to  be  9%  of  the  value  of  this  net  income 
figure  and  would  be  subject  to  the  local  mill  levies.   If  this  particular  vari- 
ation had  been  in  effect  in  1977  or  1978,  the  fiscal  impact  on  local  governments 
would  have  been  less  than  1%  loss  in  tax  revenue.   There  would  be  no  impact  on 
the  state  because  the  corporation  license  tax  would  not  be  changed.   This  alterna- 
tive has  no  distribution  problems,  has  no  adverse  fiscal  impacts,  is  related  to 
the  ability  to  pay,  eliminates  the  potential  impact  on  local  government  in  terms 
of  the  bond  market,  and  requires  the  least  change  in  existing  statutes. 


^ 
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Variation  2. 

Variation  2  is  a  phase-out  of  Committee  Alternative  D.   This  proposal  is 
exactly  the  same  as  the  11%  tax  in  alternative  D  with  85%  going  to  local  govern- 
ments and  15%  going  to  the  state.   However,  the  tax  rate  is  reduced  over  a  5  year 
period  to  the  6  3/4%  rate  that  all  other  corporations  pay. 

This  would  have  to  be  a  separate  financial  institutions  tax  requiring 
the  income  from  federal,  state  and  local  bonds  to  be  taxed  under  both  the  financial 
institution  and  the  regular  corporation  license  taxes.   The  notion  is  to  reduce 
adverse  impact  on  the  state  and  local  government  units  by  allowing  the  historic 
growth  in  bank  income  to  offset  the  reduced  rate. 

The  five  year  phase-out  would  be  an  11%  tax  in  year  one,  10%  tax  in  year 
two,  9%  in  year  three,  8%  in  year  four  and  finally  a  6  3/4%  tax  in  year  five. 
The  advantage  of  this  proposal  is  that  after  a  five  year  period  the  financial 
institutions  would  be  treated  like  all  other  corporations  in  Montana,  but  local 
government  units  would  not  have  suffered  a  huge  revenue  shortfall  in  any  one  year. 


Distribution  of  Centrally  Allocated  Tax  to  Local  Governments  by  Different  Formulas 

The  table  included  with  this  analysis  allocates  the  $4.8  million  paid  in 
bank  shares  for  1977  to  the  counties  by  various  methods.   The  77  figures  were  used 
so  an  idea  of  the  change  taking  place  as  a  result  of  alternative  distribution 
refunds  could  be  formulated.   The  actual  value  for  bank  shares  in  1978  is  not  yet 
complete  because  local  mill  levies  have  yet  to  be  set. 


Revenue  Sharing 

Revenue  sharing  is  the  most  complicated  of  all  methods.   There  are  three 
factor  and  five  factor  formulas.   The  three-factor  formula  was  applied  to  allocate 
the  monies  to  the  counties.   The  factors  are  population,  income,  and  tax  effort. 
The  values  for  each  county  can  be  computed  from  information  that  the  Federal 
government  provides.   The  problem  with  this  formula  is  that  it  is  subject  to  the 
whim  of  the  federal  government.   If  the  federal  government  changes  its  formula  or 
discontinues  revenue  sharing,  the  state  will  be  left  to  its  own  devices. 

Percentage  of  Population 

Percentage  of  population  presents  a  problem  because  one  must  decide  which 
population  numbers  to  use.   The  last  census  numbers  are  dated  because  they  are  now 
eight  years  old.   Population  distribution  in  Montana  has  changed  markedly  since 
1970.   Yearly  population  numbers  are  available,  but  they  are  estimates.   The 
further  from  the  census  year  the  larger  the  error  in  these  estimates  becomes.   As 
is  the  case  with  revenue  sharing,  counties  without  banks  would  receive  a  share  of 
the  money  under  this  allocation  scheme. 

Percentage  of  Total  Assets 

Percentage  of  total  assets  comes  closest  to  mimicking  the  bank  shares 
distribution  formula  simply  because  there  is  strong  relationship  between  assets  and 
capital. 
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In  general,  the  easiest  way  to  distribute  the  tax  is  to  return  it  to  its 
origin.   This  eliminates  formulas,  computations  to  arrive  at  allocations,  and 
disagreement  as  to  the  proper  percentage  to  use.   It  is  doubtful  that  any  allocation 
scheme  will  please  everyone.   In  terms  of  fairness  -it  is  doubtful  that  there  is  any    ^ 
real  difference  between  the  formulas.   Consequently,  it  would  make  sense  to  take  the 
method  which  is  easiest  to  administer,  sending  the  monies  back  to  the  county  of 
origin . 


'S 
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DISTRIBUTION  OF  1977  BANK  SHARES  TAX  REVENUES  TO  COUNTIES  BY  ALTERNATIVE  ALLOCATION  FORMULAS 


3  FACTOR  REVENUE  SHARING 


PERCENTAGE  OF  POPULATION 


PERCENTAGE  OF  ASSETS 


I 


COUNT?  ■ 


Beaverhead' 

Big  Horn 

Blaine 

Broadwater' 

Carbon 

Carter 

Cascade 

Chouteau 

Custer 

Daniels 

Dawson 

Deer  Lodge 

Fallon 
•Fergus 
Flathead 
Gallatin 
Garfield 
Glacier 
Golden  Valley 
Granite 
Hill 

Jefferson 
Judith  Basin 
Lake 

Lewis  and  Clark 
Liberty 
Lincoln 
Madison 
McCone 
Meagher 
Mineral 
Missoula 
Musselshell 
Park 


EXISTING  LA\ 

5A 

,715 

56 

,227 

•■■29 

,067 

■  21 

,899   • 

A3 

,298 

13 

,932 

384 

,463 

45 

,903 

192 

.745 

24 

,860 

85 

,784 

65 

,477 

21 

,259 

156 

063 

242 

652 

263 

958 

5 

814 

66, 

414 

18, 

632 

131, 

493 

25, 

065 

32, 

682 

A4, 

824 

246, 

797 

24, 

321 

22, 

330 

23, 

065 

12. 

741 

12. 

404 

A. 

310 

411, 

962 

16, 

022 

40, 

138 

Proportion  to 

Amount  to 

Proportion  to 

Amount  to 

Proportion  to 

Amount  to 

County 

County 

County 

County 

.  County 

County 

.012 

57,614 

.011 

52,813 

.012 

57,614 

.019 

91,222 

.014 

67 

216 

.011 

52,813 

.019 

91,222 

.010 

48 

Oil 

.008 

•  38,409 

.006 

.  28,807 

.004  • 

19, 

205 

.003 

14,403 

.017 

■  81,620 

.011 

52, 

813 

.009 

43,210 

.008 

38,409 

.003 

1-^, 

403 

.002 

9,602 

.064  ■  ■ 

307,-274 

.112 

■  537 

729 

.115 

552,132 

.006 

28,807 

.008 

38, 

409 

.012 

57,614 

.018 

86,421 

.017 

■81, 

620 

.030 

144,034 

.005 

24,006 

.004 

19, 

205 

.005 

24,006 

.011   . 

52,813 

.015 

72, 

017 

.020 

96,023 

.020 

96,023 

.019 

91 

222 

.023 

110,426 

.019 

91,222 

.005 

24 

006 

.008 

38,409 

.015 

72,017 

.017 

81 

620 

.025 

120,029 

.067 

321,677 

.061 

292, 

870 

.054 

259,262 

.033 

158,438 

.050 

240, 

057 

.050 

240,057 

.009 

43,210 

.002 

9, 

602 

.002 

9,602 

.030 

144,034 

.015 

72 

017 

.011 

52,813 

.002 

9,602 

.001 

4 

801 

.000 



.006 

28,807- ■ 

.004 

19 

205 

.003 

•14,403 

.015 

72,017 

.024 

115 

228 

.026 

124,830 

.010 

48,011 

.009 

43 

,210 

.002 

9,602 

.008 

38,409 

.004 

19 

205 

.004 

19,205 

.037 

177,643 

.023 

110 

,426 

.015 

72,017 

.030 

144,034 

.051 

244 

,859 

.050 

240,057 

.005 

24,006 

.003 

14 

,403 

.004 

19,205 

.007 

33,608 

.022 

105 

625 

.009 

43,210 

.005 

24,006 

.004 

19 

205 

.005 

24,006 

.013 

62,415 

.008 

38 

409 

.004 

19,205 

.008 

38,409 

.003 

14 

403 

.002 

9,602 

.005 

24,006 

.005 

24 

006 

.002 

9,602 

.061 

292,870 

.087 

417 

700 

.066 

316,876 

.007 

33,608 

.006 

28 

807 

.007 

33,608 

.012 

57,614 

.016 

76 

818 

.017 

81,620 

i 
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DISTRIBUTION  OF  197  7  BANK  SHARES  TAX  REVENUES  TO  COUNTIES  BY  ALTERNATIVE  ALLOCATION  FORMULAS 


3  FACTOR  REVENUE  SHARING 


PERCENTAGE  OF  POPULATION 


PERCENTAGE  OF  ASSETS 


I 


cousrc. 


Petroleac' 

Phillipt 

Pondera 

Powder  Kr-.'£;r 

Powell 

Prairie 

Ravalli 

Richland 

Roosevelt 

Rosebud 

Sanders 

Sheridan 

Silver  Bon- 

Stillwater 

Sweet  Grass 

Teton 

Toole 

Treasure 

Valley 

UTieatland 

Wibaux 

Yellowstone 


EXISTING  LAW 


60,877 

80,702 

12,682  . 

30,819 

25,386 

76,956 

69,422  • ■ 
115,112 

34,791 

55,666 

64,524 
213,193 

61,921 

28,467 

52,042 

92,653 
7,990 

84,625 

21,439 

15,594 
754,972 


Proportion  to 

Amount  to 

Proportion  to 

Amount  to 

Proportion  to 

Amount  to 

County 

County 

County 

County 

County 

County 

.002 

9,602 

.001 

4,801 

.000 



.009 

43,210 

.007 

33,608 

.009 

43,210 

.026 

124,830 

.009 

43,210 

.013 

62,415 

.022 

105,625 

.003 

14,403 

.004 

19,205 

.009 

43,210 

.010 

48,011 

.005 

24,006 

.005 

24,006 

.002 

9,602 

.004 

19,205 

.029 

139,233 

.025 

120,029 

.016 

76,818 

.023 

110,426 

.013 

62,415 

.024 

115,228 

.017 

81,620 

.014 

67,216 

.019 

91,222 

.023 

110,426 

.013 

62,415 

.008 

38,409 

.019 

91,222 

.010 

48,011 

.007 

33,608 

.005 

24,006 

.007 

33,608 

.012 

57,614 

.050 

240,057 

.055 

264,063 

.036 

172,841 

.009 

43,210 

.007 

33,608 

.007 

33,608 

.005 

24,006 

.004 

19,205 

.005 

24,006 

.016 

76,818 

.008 

38,409 

.007 

33,608 

.016 

76,818 

.007 

33,608 

.012 

57,614 

.002 

9,602 

.002 

9 ,  602 

.002 

9,602 

.017 

81,620 

.018 

86,421 

.020 

96,02  3 

.006 

28,807 

.003 

14,403 

.003 

14,403 

.012 

57,614 

.002 

9,602 

.003 

14,403 

.069 

331,279 

.132 

633,752 

.168 

806,593 

